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A Report to} Our Customers 


Under severe restrictions on gas heating equipment, and also under the urge of wartime 
demands on nearly all plants, Barber has of course, for the past three years, done its 
full share of war work, on critical aircraft parts. 

The entire gas appliance industry is keenly aware of the necessity for planning for post- 
war business. The industry will expand because of wider application for gas appliances, 
greater areas of gas service, and wider use of manufactured and liquid gases. Further- 
more, after three years of unavoidable restraints, there is a tremendous backlog in the 
market for replacements and repairs. 

We anticipate an early resumption of greater service to our own civilian customers. Im- 
provements in our line of products, evolved during this war production period, will cer- 
tainly enhance their efficiency. 

If you are interested in new business or new uses for appliance burners, conversion 
burners, and pressure regulators, let Barber engineers plan with you NOW on your 
specific requirements. 


i 


We are gas burner specialists, and offer you our engineering and plant facilities for the development and 
manufacture of burner units for your specific purposes. rite for Catalog illustrating and listing many 
types of Burners for Appliances, Gas Conversion Burners for Furnaces and Boilers, Regulators, etc. 


THE BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohio 


--BARBER BURNERS 
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Cuts cleanly with 
a quarter turn 


@ In tight places it’s a won- 
der. Short handle — and 
4-wheels mean swift, clean 
easy cuts, which you'll en- 
joy also where _there’s 
plenty of room to work. A 
beautifully balanced husky 
cutter that doesn’t fool 
around, the stout frame 
making the special heat- 
treated steel wheels always 
cut true. Two sizes: No. 
42, 12” to 2”; No. 44, BA” 
to 4”. Buy it for better cut- 
ting and long service—at 
your Supply House. 


Fast, easy pipe cuts 
with this 4-wheel 


RIFAID 












Regular RIFAID 
Cutter has fast cut- 
ting thin-blade 
wheels. 













Elyria, Ohio, U.S. A. 
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Pages with the Editors 


his annual outlook and review article 
which opens this first issue of the New 
Year, our managing editor, Francis X. 
WELcH, makes the interesting commentary 
that if a government campaign can turn one 
legitimate business into a “quasi criminal’ en- 
terprise, it could do the same to any business. 
The implication is that almost any kind of a 
businessman is vulnerable to a_ systematic 
campaign of persecution which would make 
his continued operations in that particular 
form of business subject to public hatred, 
ridicule, and contempt, if not actual 
illegality. 


THE situation suggests the condition of the 
persecuted Jewish people in prewar Nazi Ger- 
many where it was barely legal to be a Jew 
and exist at all. (Since the war, of course, even 
this shadow of legality was swept away and 
the Jew cold-bloodedly liquidated.) The mere 
accident of one’s race made one subject to all 
forms of governmentally endorsed discrimi- 
nations, handicaps, and political persecution. 


Wou p the traditionally fair-minded Amer- 
ican citizen, with his oft-claimed sense of 
sportsmanship, ever tolerate biased government 
policies that would single out the electric 
power utility business for somewhat analogous 
persecution or discrimination? It must be ad- 
mitted that if we have not yet gone to such 
extremes in the United States, we have come 
pretty far along the road. As Mr. WELcH has 
pointed out in a previous article published in 
this magazine, public utilities are subject to 
tax discrimination, regulatory discrimination, 
labor discrimination, and unfair competition 
sponsored by their own government, supported 
by their own tax returns. 


® 


E have not yet witnessed the spectacle of 

a gang of hoodlums forcing utility execu- 
tives to scrub the streets. But we did hear 
recently of a certain Congressman who com- 
plained about his son, an officer in the service, 
expressing the desire to join a certain public 
utility organization with which he has an op- 
portunity to become associated when the war is 
over. The Congressman wanted his boy to fol- 
low in his father’s political footsteps. In his 
opinion, working for a public utility just about 
killed all hope of such a career. 


“T TRIED to raise him well,” the father com- 
pla ined, “and educate him to do the right 
thing.” 


JAN. 4, 1945 





NEIL H, DUrFY 


Not every discrimination is an unlawful dis- 
crimination in utility service. 


(SEE Pace 25) 


HAVE we come to the point where joining a 
utility organization can be looked upon as do- 
ing the wrong ‘thing? The situation would 
seem to call for a liberal dose of a good old- 
fashioned sense of humor and proportion. It is 
hard to conceive that people could work them- 
selves into such a state of antiutility bias. Yet 
one need only turn the pages of the Congres- 
sional Record during the recent Senate debate 
on the Flood Control Bill to see that such a+ 
mental state exists in pretty high places. 


Consiver the following brief passage from 
an exchange between Senator Maloney of Con- 
necticut and Senator Pepper of Florida on 
November 24th: 


“Mr. MAtoney. Is it a sin to buy or to 
refuse to buy power from private compa- 
nies? 

“Mr. Pepper. I did not say it was. I am 
simply saying that unless provision is made 
in some way or other for the [federally pro- 
duced] power to be transmitted to public 
bodies and codperatives it will not get there, 
except through the instrumentality of the 
private company. That is the reason why it 
is necessary to give the Secretary of the In- 
terior authority to build transmission lines 

” 
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Otter Tail Power Co. — Canby, Minn. 
75,000 lbs./hr.—500 lbs. Pressure—825°F. Temperature 
Riley Pulverized Coal Fired Steam Generating Unit 


an outstanding smaller public utility installation 


If you want to see a truly outstanding smaller boiler unit, visit the Riley installation 
at Otter Tail Power Company, Canby, Minn. Here is a unit which operates at 87.3% of 
efficiency though Riley only guaranteed 85.7%—which though having a maximum capacity 
of 75,000 pounds of steam per hour, maintains loads of 15,000 pounds with absolute ease 
and complete ignition stability—which burns Illinois coals without slagging, the ash being 
entirely granular in form. 

It is because of such completely satisfactory performance that so many public utilities 


have recently installed Riley Boiler Units. 


| 4 a *y $. WY COMPLETE STEAM GENERATING UNITS 


STOKER CORPORATION, WORCESTER, MASS. STEEL-CLAD INSULATED SETTINGS - FLUE GAS SCRUBBERS 
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THE Senate shortly thereafter proceeded to 
authorize the Secretary of Interior not only 
to build the transmission lines, but directed him 
to give express preference in the sale of such 
power to all public agenctes, as against private 
companies. As Mr. WELCH observes in his 
article, we know from experience that the 
Secretary of the Interior will honor this pref- 
erence to the utmost extent. 


Ax of which happens to remind us that we 
have not been hearing niuch lately about 
“yardsticks,” the term which was so popular 
in the early thirties along with that other 
Rooseveltian phrase which has fallen into 
disuse, “birch rod in the cupboard.” Probably 
the reason is that the yardsticks have been 
multiplying at such a rate that there is increas- 
ingly less private enterprise to measure in 
their immediate localities. 


THE other day we heard about the sale of 
the electric power company in Omaha to a 
group which proposes to turn it over to public 
ownership authorities. That leaves Nebraska 
entirely blanked out for private electric utility 
enterprise—the first public power monopoly 
state. Tennessee comes pretty close thereafter 
with almost 100 per cent for TWA and other 
public operations. 


Wir the authority recently voted by Con- 
gress in the Flood Control Bill and considered 
in the Rivers and Harbors Bill there is a fair 
possibility that the areas of public ownership 
in Washington, Oregon, and Texas will have 
increased with substantial if not dominating 
proportions. And so the yardstick of yesterday 
becomes the local monopoly of today. Will it 





JOHN H,. BICKLEY 


Retroactive regulation via accounting raises 
some nice questions. 


(SEE Pace 14) 
JAN. 4, 1945 


EDITORS (Continued) 


become the regional or even national public 
power trust of tomorrow? Time and the will 
of the people will tell. 


¥ 


HE other two featured articles in this issue 

were written by Nei, H. Durry, of our 
own editorial staff, and JoHn H. BICKLEY, 
Chicago accountant, whose biographical sketch 
was given in full in our December 21st issue. 
Mr. Durry’s article on the question of who 
should pay for unprofitable service connections 
involves an issue that is getting a lot of atten- 
tion these days, with special reference to ex- 
tending service in rural areas. 


Nor only rural electrification but, now, the 
subject of rural telephones has been brought to 
the fore by the recent introduction of a bill in 
Congress to set up a Rural Telephone Admin- 
istration. This organization, if such a law is 
enacted, would make loans to finance rural 
telephony along parallel lines adopted by REA. 
The telephone industry, which is making a 
concerted effort of its own to step up the ex- 
tension of service to the farmer and the recon- 
nection of farm phones where lines are already 
available, is probably reéxamining the basic 
question of who should pay for service which 
is—at least immediately—not profitable. It 
isn’t always an easy question to answer. 


SoME years ago before REA came on the 
scene, a few electric power utility men were 
inclined to take a rather stoutly conservative 
position on rural electrification. They did not 
see why they should impose any burden on 
their city consumers in order to serve a hand- 
ful of gum-boot farmers over in Snake Bite 
Gulch under conditions which would be rela- 
tively unprofitable for years. “If they want it, 
let them pay for it,” seemed to sum up this 
particular position. 


But we have since come to learn that render- 
ing service to the farmer is indirectly rendering 
service to the city man. When a farmer can 
produce more and better produce and sell it 
to the city inhabitant at less cost, there is some- 
thing to be said for taking at least a tolerant 
view of making a reasonable economic prefer- 
ence in order to make farm service possible. 
This may be even more true with respect to 
telephone service. After all, it takes two to 
make a telephone conversation. The farmer 
does not want to talk to anyone in the city any 
more insistently than the man in the city wants 
to talk to the farmer. The fact that more farm 
stations are available for connection with the 
urban subscriber should make the value of the 
latter’s service increase. 


THE next number of this magazine will be 
out January 18th. 


y My aes 








Jan 


¥ 


Relea: 
before 
the M 
for th 
essenti 
availat 
new R 
proven 
Service 
— 


1 


















January 4, 1945 Public Utilities Fortnightly 9 











POST—CIVIL WAR 


. . . Remington produces ¥ & 
the first typewriter. = _ 


| _Hmerica 5 


FIRST 
TYPEWRITER 




























POST—SPANISH-AMERICAN 
WAR... Remington blankets the 
world with typewriters and schools 
for training typists. 











POST—WORLD WAR I 


. . » Remington introduces an- 






other new typewriter—the finest 
of its day. 








POST—WORLD WAR II 
..» Remington Rand markets the Model 17, the 


one and only typewriter that is completely new. 


- 


Released to the public a few months 
before the Nazis invaded Poland, 
the Model 17 is now produced only 
for the Armed Forces and a few! 


essential industries. When it is again FOR TYPEWRITER LEADERSHIP 


available to all, remember: this e 

new Remington Rand Typewriter, look to ana 
Proven under the toughest war-time 

service, is the finest you can buy. 
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VULCAN ENGINEERED SOOT BLOWER INSTALLATIONS 
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[Orie Foster-Wheeier Twin Furioce, $00, dbs. per hour steam 
. pga Sperating of 1375 psi ot 926° F. Soot blowers use 250 
. Sleom from low presture hea Long etement life te hot pos! 
‘fions:is gbtoined by: use, of HyVULoy elementisond protective 





Bearings: Proper Eleaning atsured by-dse ct LG.2 outomatic, nS : 
valved’ heads with ‘siow-spded oft: ts Prewarm sp Vi jzer installeti ith L62 k 
pott (page 6) even with the large celotive movements gives eaty < jew of economizer installation with LG2 crank oper- 
Operation ond aliminotes element warpage. °! ) ° ~~ ated head. Note the folding cranks and wase of piping up. 
ots Mig SERRE 2° SACO Gan CARE : 


The new VULCAN catalog fully describing VULCAN equipment appears in the 
1944 Sweets, and a copy is available on your request. 


VULCAN SOOT BLOWER CORPORATION, DU BOIS, PENNA. 
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“There never was in the world two opinions alike.” 


—MOnrTAIGNE 








Ep GEORGE 
Dun & Bradstreet. 


Ropert B. CHIPERFIELD 
U. S. Representative from Illinois. 


Leon HENDERSON 
Former OPA Admunistrator. 


Harotp GLENN MOULTON 
President, Brookings Institution. 


ALFRED P, SLOAN 
Chairman of the board, General 
Motors Corporation. 


Tuomas E. Dewey 
Governor of New York. 


WiLtiAM S. KNUDSEN 
Lieutenant General, Air Technical 
, Service Command. 


NorMAN THOMAS 
Socialist. 
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“Policies and practices alter as the war goes on and 
as personalities play musical chairs with the seats of 
influence.” 


* 


“When the peace is agreed on, I want the terms of it 
not be just based on friendship but to be solely for the 
best interests of the United States and the world.” 


> 


“So far the country has made no plans for meeting 
the unemployment problem. There is still no real possi- 
bility of accomplishing the magnitude of the turn-around 
and accomplishing it fast.” 


* 


“Instead of sealing the fate of private enterprise, the 
war period has brought to the American people as a 
whole and I believe to our government a new realization 
of its vital importance.” 


bd 


“They [jobs] do not just happen. They do not result 
from wishful thinking. . . . Political promises do not 
create jobs. And never will. Jobs flow from a combina- 
tion of capital, management, and opportunity. And from 
nothing else!” 


& 


“No organization for peace will last if it is slipped 
through by stealth or trickery or the momentary hypno- 
tism of high-sounding phrases. We shall have to work 
and pray and be patient and make sacrifices to achieve 
a really lasting peace.” 


* 


“For decades to come, the nation’s entire economy— 
and that means jobs and money in the bank and a chance 
to send your son to college—depends upon the outcome 
of the job we have ahead of us, in the efficient settlement 
of present government contracts.” 


* 


“We want a variety of social controls; we’ve learned 
much that can be done under TVA and rural electrifica- 
tion. Many water and power systems should be municipal- 
ly owned. The consumers’ codperative movement will 
have a big rdle in the Democratic economy.” 


12 
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_. A NEW PAYROLL PROBLEM 


FOR YOUR BUSINESS! 


The growing problem of fast, efficient payroll handling will 
become further complicated on January 1, 1945, when the 
individual Income Tax Act of 1944 goes into effect. Deter- 
mining employees’ taxes to be withheld from wages will be 
more complex than it now is, 






Because tax determination must come first, less time will be 
left for actual writing of the payroll. A new peak will develop — 
unless measures are taken to prevent it. 


To help you overcome present payroll writing difficulties and 
_avoid new ones, Burroughs offers a comprehensive new study, 
“Payroll Peaks,” packed with constructive suggestions. Burroughs 
also offers help in computing employees’ withholging taxes on 
and after January 1, 1945, in the form of government-approved 
withholding tax tables for weekly, bi-weekly, monthly and | 
semi-monthly payroll periods. You will get much benefit from 
these latest Burroughs helps. Send for them today. | 








& 


¢ AG : 
Burroughs 


IN MACHINES : 
IN COUNSEL 
[ [IN SERVICE 


FIGURING, ACCOUNTING AND STATISTICAL MACHINES 
MAINTENANCE SERVICE ¢ BUSINESS MACHINE SUPPLIES 











WITHHOLDING TAX TABLE—~WeExLy 


Send for these FREE helps 


"Payroll Peaks"*— an unusually comprehensive booklet, 
graphically describing the growth through the years 


Blesslecsiee 





of payroll peaks—and measures to level them. It dis- 
















cusses several complete payroll plans, their comparative BURROUGHS ADDING MACHINE COMPANY | 
liste Melats Mist Time tliiol TILA TION Zelalelt Ts accounting needs M DETROIT 32, MICHIGAN F| 
With ° ; (J Send me your new booklet, “Payroll Peaks.” a 
ithholding Tax Tables —for establishing withholding F) Send mei withholding tax tables for (__) weekly, 
tox figures as prescribed by the Individual Income Tax ( ) bi-weekly, (__) monthly, (___) semi-monthly periods. 4 
Act of 1944, effective January 1, 1945. Printed on ¢ 
heavy card stock, these easily-read bracket tables are Nome —_____ q 
@ great convenience to employers who elect not to I Company. Sa einetaiees EE H 


computé the exact tax on each employee's earnings. 
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REMARKABLE REMARKS—( Continued) 


EpiItoriAL STATEMENT 
Journal of Commerce. 


E. E. Cox 


U.S. Representative from Georgia. 


Henry Forp 
Industrialist. 


GRovER C. NEFF 
President, _Visconsin Power & 
Light Company. 


JaMEs TANHAM 
Industry member, National War 
Labor Board. 


W. RANDOLPH BURGESS 
President, American Bankers 
Association. 


WIiLLarp H. Dow 
President, Dow Chemical 
Company. 
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“A high level of business activity and employment can- 
not be counted on in an epoch of business baiting. Diffi- 
culties that develop during reconversion . . . will then be 
blamed officially upon business, to provide reasons for a 
further extension of government controls.” 


“... wherever a woman can be trained to take the place 
of an able-bodied man, even in peacetime training, so that 
in war the able-bodied men may do the advanced work of 
fighting in the front lines, the nation which does that has 
gained just so much in its reserve of war power.” 


* 


“Today we find some disciples of government preach- 
ing a doctrine of continued control over private enter- 
prise, and that means control over individual initiative. 
We had more than one hundred and fifty years of the 
American way. of life before we began to hear this kind 
of talk. It must be stopped now.” 


* 


“Tf private business continues to pay the high taxes that 
are necessary, and if these other groups [codperatives 
and government-owned businesses] remain practically tax 
free, this discrimination will not only put a brake on the 
expansion of private business but it will also destroy 
present private business.” 


‘ 


¥ 


“The War Labor Board settles labor disputes. But a 
governmental settlement of a labor dispute is not neces- 
sarily a forward step in industrial relations in your [busi- 
ness] organization. Even if you win your case, the results 
of that very victory can upset the good will and the good 
relations that you have spent years in building.” 


* 


“ .. we [should] try to do our own jobs so well that 
there will be no serious pressure to bring government 
further into the picture, and, second, . . . we [should] 
do a lot of thinking about the consequences before we 
request or acquiesce in government interference, since we 
cannot reap the profits from the use of taxpayers’ money 
or government power without the penalty of loss of 
freedom.” 


> 


“Every housewife is becoming a ration-coupon specu- 
lator and in a measurable time we shall have to eat on a 
fixed quantity schedule. The next step must be forced 
labor, for in a controlled society it is out of the question 
for the individual to determine either the kind or the 
amount of labor he will contribute. Then we shail 
have exactly the same sort of freedom from want and 
from fear that the lifer enjoys in his cell.” 
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As you seek quality and 
Service, remember that 
R&IE has been a 


SPECIALIST 


for 31 years—in problems 
on Indoor and Outdoor 
SWITCHING EQUIP- 
MENT. 


RAILWAY ano INDUS 
IN TORONTO, CANADA- EASTERN POWER DEVICES, Lie 
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e Your twenty year old 
switching equipment might 
still carry the load for which 
it was intended. However, 
today’s growing demand 
requires today’s modern 
thought and methods. 


e Why not guarantee 
continuous service to your 
customers with modern 
efficient R&1E equipment? 
Build up a favorable public 
acceptance with a stream- 
lined R&IE substation. 


For the whole job—Indoor 
and Outdoor switching equip- 
ment, distributfon equipment, 
or substation design—R & IE 


has the answer. 


The 
CHECK 
LIST - 


CONDUCTOR SUPPOR 


SWITCHING EQUIPMENT Rita 


a SPECIALIST ian 


INDOOR AND OUTDOOR 
oO 

AIR BREAK SWITCI 
fe) 

INTERRUPTER SWITCI 
oO 


CUTOUTS AND 
THERMO-RUPTERS 


° 


SWITCH OPERATI! 
MECHANISMS 


oO 
SUBSTATIONS 
fe) 
OPEN OR ENCLOSEI 
ISOLATED PHASE 
HEAVY DUTY BUSE 


fe) 


KIRK INTERLOCE 
SYSTEMS 


oO 
AUTOMATIC 
SECTIONALIZING 
EQUIPMENT 
Oo 
METAL hd, 


.@) 


TESTING DEVICES 


AN UNFAILING ADVANTAGE 


Mercoid Controls are widely used in the fields of heating, air conditioning, 
refrigeration and various industrial applications @ Whatever the control 
requirement may be, it is conceded that dependable performance is most 
essential, due to the fact that any equipment governed by an automatic control 
is more or less dependent upon the control @ The dependability of Mercoid 
Controls is based upon their fundamental construction and operation. They 
are equipped exclusively with hermetically sealed mercury switches of special 
design @ Mercoid mercury switches are known the world over for their de- 
pendable service. They are not affected by dust, dirt or corrosion; nor are they 
subject to open arcing, with its attendant consequences of pitting, sticking or 
oxidized contact surfaces, all of which, are likely to interfere with normal 
switch operation @ The Mercoid Switch is one of the principle reasons among 
other things, why Mercoid Controls on the whole, give the assurance of better 
control performance and longer control life—a distinct and unfailing advantage 
—the reason why they are the choice of America’s leading engineers for many 
important wartime industrial applications. @ Catalog sent upon request. 


THE MERCOID CORPORATION =: 4229 BELMONT AVE. - CHICAGO: 41: ILL. 
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F YOU HA 


MANPO 


PROBLEM 








« M2. tetus help you. Our trained men and special equipment 
combine to help you meet today’s increased demand for 
power. Whether yours is a problem of erection or main- 
tenance . . . regardless of distance or terrain . . . you'll find 


Hoosier service efficient and economical. 


- ERECTION and MAINTENANCE OF TRANSMISSION LINES 
NEW YORK 46 S. FIFTH ST., COLUMBUS, OHIO cHicaco 
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ax. plays a big 
part in Pan American World Airways’ busi- 
ness ... not only in the huge Clippers they 
operate, but in every departmental activity 


as well. To speed up the writing of initial 
records Pan American Airways selected 
Egry Business Systems because they save 
time, money and materials, and assure com- 


plete control over every recorded trans- 
action. Q Big businesses all over the country 
have found it profitable to use Egry Systems 
for the making of all handwritten and 
typed records. You, too, will find it bene- 
ficial to investigate the adaptability of Egry 
Systems to your business. @ Write for liter- 
ature which gives complete information. Or 
a free demonstration may be arranged at 
your convenience. Address department F-14. 


Egry Continuous Forms Limited, King and Dufferin Sts., Toronto, Ontario, Canada. 


esKY TRU-PAK 


* 


EGRY SPEED-FEED 





January 4, 14 


¢ Dayton, Ohi 











Gates—Intake, Sluiceway and Spillway 
Hydraulic Turbines—Francis and Propeller Types 
Rack Rakes 

Trash Racks 

Valves—Pipe Line and Penstock 





NEWPORT NEWS SHIPBUILDING 
AND DRY DOCK COMPANY 


NEWPORT NEWS, VIRGINIA 
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In yout hier Jesling 
IS YOUR ‘22 ORIFICE 


DELIVERING . 
ove a gallon imme) 


I. will pay you to check it. Re- 

ports from a number of Water 

Departments show that their low 

flow test rate, determined by a 

1/32” orifice, instead of giving 

approximately % gallon per 

minute, actually delivered in 

excess of 1 gallon per minute. oe are” 
After the installation of a Nep- - wae : : 

tune Rate-of-Flow Indicator to ‘On eaut (i otek ww | 

get accurate regulation of the SS 

flow, it was found that repaired 

water meters which had passed 

previous tests, would not even 

move on 14 gallon per minute. 








Remember—13% of all water pass- 
ing through 5%” meters is used at about 
this 4 gallon per minute rate. To ob- 
tain maximum revenue, they should 
register at least .90%. 











NEPTUNE METER COMPANY ¢ 50 West 50th Street ¢ New York 20, N. Y. 
Branch Offices in CHICAGO, SAN FRANCISCO, LOS ANGELES. PORTLAND, ORE.. 
DENVER. DALLAS. KANSAS CITY. LOUISVILLE, ATLANTA. BOSTON. 

Neptune Meters. Ltd.. Long Branch, Ont., Canada 

















Public Utilities Fortnightly 





BOILERS forthe UNIT POWER PLANTS 


A new concept in power generation made its appearance with the “Unit Power Plant” 
developed by Westinghouse Electric International Company. 


This compact effective steam-electric generating unit, adaptable to operation in any 
part of the world and under all climatic conditions, is built to standardized designs, per- 
mitting it to be broken down into relatively small packages for ready transportation 
to inaccessible plant sites. Many of these Unit Power Plants are already under way 
for China and Russia. 


A study of the various boiler designs available for this severe duty led to the selection 
of Foster Wheeler type S-A steam generators for thirty-seven plants, the record show- 
ing that “all parties agreed upon this boiler as best adapted to meet the peculiar de- 
sign, erection and operating conditions involved. Its compactness, freedom from un- 
masked refractories, adaptability to a variety of fuels, methods of firing and its free 
circulation influenced the selection.” 


OSTER WHEELER CORPORATION @ 165 BROADWAY, NEW YORK 6, NEW YORK 
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IN THE MAKING 


Modern Production Methods 
Assure Balance and Precision 


in EMCO METERS 


EMCO Domestic Meters are assembled and proved 
under ideal manufacturing conditions. Large volume, stand- 
ardized production makes possible the use of every modern 
device that will assure the ultimate in precision in both 

2 machining and assembly, as well as in testing. Especially 
EMCO ' designed tools, jigs, dies, gauges, and fixtures are held to 
Ejector : / rigid tolerances by Standards Control. Proving operations 
Service - a are conducted in the same air-conditioned room as assembly 
Regulator ope iE | to eliminate volume errors. 

Precision machining of all parts, proper assembly, 
ruay @6 TosETHER plus rigid proving—all combine to give EMCO Meters 
LIKE HAND IN GLOVE greater accuracy and a longer, useful life. 

The EMCO Domestic Meter PITTSBURGH EQUITABLE METER COMPANY 


paired with the EMCO Ejector MERCO NORDSTROM VALVE CO, 


Service Regulator makes a per- Atlanta Main Offices, PITTSBURGH, PA, San Francisco 
f . f d Brooklyn Houston Los Angeles Eoston 
ect setting for measurement an Chicago Pittsburgh Kansas City Tulsa Seattle New York 


control. National Meter Division, Brooklyn, N. Y. 


EMCO Meters ana Regulators 
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50 Ships Could Land 


D facilitate unloading of LSTs and other 
aft on Emirau Island in the South Pacific, 
e Seabees with their International Diesel 
acTraclors and bulldozers built the road 
bu see here, as well as a dock. 


jad building is only one of many jobs In- 
prational TracTracTors are handling in this 
ar like seasoned veterans. In keeping with 


—Official U. S, Marine Corps Phote 


true Seabee tradition, they build and they 
fight. 


While these tractors are fighting on the 
battlefront, it's up to all tractor operators to 
conserve equipment ‘here on the home front. 
Make it last! Harvester and the International 
Industrial Power Distributors stand ready to 
see industrial equipment users 

through this emergency. Pe 


INTERNATIONAL HARVESTER COMPANY 


180 North Michigan Avenue 


Chicago 1, Illinois GARWESTES 
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IN THE WESTOVER STATION of New 
York State Electric and Gas Corporation, this 
recently installed Elliott condenser serves a 
35,000-kw turbine. The condenser contains 
27,000 sq. ft. of surface, is arranged two-pass, 
with divided water-boxes, and is equipped with 
backflush water valves which enable the oper- 
ator to change the direction of flow through 
tubes and water-boxes to remove trash. Beyond 
this, it is of typical Elliott design, featuring large 
areas, fan type tube arrangement, and no 
baffles to cause pressure drop by directional 
changes in steam flow. 


This condenser is making a very good record, 
fully in line with the performance Elliott users 
expect and Elliott engineers demand, of Elliott 
condensers. 


Ett Lott: € OR FAN'Y 


Heat Transfer Dept., JEANNETTE, PA. 
DISTRICT OFFICES IN PRINCIPAL CITIES 


good ee 


¢ 


Tube arrangement tells the story of condenser 
performance. Elliott engineers have developed 
a system of tube spacing which insures the 
maximum number of tubes in direct contact 
with the incoming steam; regulation of steam 
velocity because tubes are arranged ‘in con- 
verging straight lines, and maximum steam 
penetration. Partial tube supports, cut out in 
the steam lane section, result in complete longi- 
tudinal steam distribution with minimum pres- 
sure drop. Water collecting plates are provided 
to prevent blanketing of tubes in the lower 
half of the condenser, 


47) 
STEAM TURBINES » GENERATORS » MOTORS * 
DENSERS « FEEDWATER HEATERS AND DE 
STEAM JET EJECTORS © CENTRIFUGAL BLO 
TURBOCHARGERS FOR DIESEL ENGINES ° | 
CLEANERS © STRAINERS © DESUPERHEATERS * 





ye 











Atilities Almanack 








Due to wartime travel restriction, conventions listed are subject to cancellation. 


3 JANUARY +7 





{ Canadian agg ag Association will hold annual winter conference, Montreal, 
Jan. 18, 19, 5. 





Can., 





Jan, 22-26 


American teen’ of Electrical Engineers will hold meeting, New York, N. Y., 





Edison Electric Institute Commercial Division, yar rie’ Powe and Heating 
Section, will hold session, Buffalo, N. Y., Jan. 30, 


fe 





eran Economics Society of America will hold annual meeting, Chicago, IIl., 


Feb. 





Edison Electric Institute Transmission and Distribution Committee will hold meet- 
ing, Pittsburgh, Pa., Feb. 8, 9, is 





Ohio, Feb, 14, 15, 1945, 


{ Edison Electric Institute Electrical Equipment Committee will convene, Cincinnats, 





Atlantic States Shippers Advisory Board opens meeting, Philadelphia, Pa., 


1945. 





§ American Water Works Association, Minnesota Section, will hold meeting, 
o 3a. 5. 


Mar. 








| Texas Telephone Association wil] hold convention, Dallas, Tex., Mar. 12, 





Kansas Telephone Association wil] hold meeting, Topeka, Kan., Mar. 15, 16, 


1945. 





Canadian Electrical ee vee oP will hold annual western conference, Van- 
couver, Can., Mar. 15, 16, 


@ 





| Greater New York Safety Council will hold conference and exhibit, New 
N. Y., Mar. 20-25, 1945. 





York, 





| Iowa Independent Telephone Association will hold session, Des Moines, lowa, 


" 3, 4, 1945. 


Apr. 














Missouri Valley Electric Asso. starts power sales conference, Kansas City, Mo., 
Y. 194 


§ American Society of Civil Engineers starts session, New York, N. 








1945. 








Pathways of Power 


View of the Pit.river, looking downstream from the tremendous new Pit 5 power- 
house of the Pacific Gas and Electric Company. 
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Washington Utility Outlook 


For 1945 


An analysis of possible consequences of war, and 
postwar reconversion trends on various utility in- 
dustries during the new year. 


By FRANCIS X. WELCH 


NUMBER of Washington ob- 

servers have been predicting a 

fresh outbreak of fireworks for 
e public utility industries during the 
ar 1945. They point to the fact that 
ter every one of its previous election 
tories the Roosevelt administration 
s construed the verdict of the people 
a “mandate” to go ahead with more 
forms, particularly in the new con- 
essional term succeeding these vic- 
ies. 
It has been pointed out, moreover, 
at President Roosevelt’s recent em- 
asis on the desirability of establish- 


ing a Missouri Valley Authority and 
other regional authorities, d la TVA, 
is evidence that, busy as he is (and will 
be) with the prosecution of the war 
and the arranging of the peace, the 
President is still going to find time 
during his fourth and probably last 
term of office to get on with the chas- 
tisement of private enterprise in the 
public utility industry and the encour- 
agement of public ownership by direct 
Federal operations and indirect Federal 
financial subsidies. 

It has been further predicted that 
the administration will use the postwar 
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need for public works to avert unem- 
ployment as an opportunity for fin- 
ishing out President Roosevelt’s long 
tenure with the completion of a vast 
system of river improvements and ba- 
sin developments which will be a per- 
manent monument to the historical 
saga of the squire from Hyde Park. 
Some even see the possibility that the 
fourth term will witness an extension 
of the antiutility attitude, which has 
characterized the administration, from 
the electric power industry sector to 
other utility branches, notably natural 
gas and the telephone industry, for 
reasons hereinafter discussed. 


Ww these prophecies, as far as 
they go, this writer is inclined 


to concur in large measure. The 
trouble is that they don’t go far enough. 
They fail in short to distinguish be- 
tween what the administration pro- 
poses and how the Congress disposes. 
The observation, for instance, that the 
first sessions of Congress following 
previous New Deal victories at the polls 
have generally witnessed reform fire- 
works is certainly true. But did all 
these proposals take—or stick? In the 
first New Deal, for example, we had 
the thrilling one hundred days of nu- 
merous reforms, some of which cer- 
tainly did take and stick. But, the 
most grandiose, the National Recovery 
Administration, turned out to be pretty 
much of a total flop. The gallant blue 
eagle of the early days of NRA turned 
into a sick chicken and died. Further, 
be it remembered, NRA had expired 
on its own economic merits before the 
Supreme Court put a merciful end to 
its existence. It would not be unfair to 
say that the Supreme Court simply 
took a gun and shot the bear which 
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President Roosevelt had by the tail ang, 
didn’t know, at the time, what to dg 
with. 

Then, there was the year 1937 whet 
the second New Deal came plunging 
back into office, breathing fire anf 
brimstone against the Nine Old Me 
And what happened to the Suprem 
Court-packing bill? It is useless to rg 
mark that the court was eventuall 
made over into the image and likene 
of the New Deal through death and rq 
tirements. The fact remains that th 
original concept of reforming the hig 
est tribunal failed on its own merif 
through congressional resistance. 
must remember that, in order to judg 
well what may come early in 1945 3 
a lion and go out as a lamb later ¢ 
in the year. 

In 1941, preparations for war sid 
tracked all major reforms. Congres. 
under the threat of a war emergency. 
joined wholeheartedly in supporti 
White House recommendations ff 
setting up emergency bureaus and girl 
ing America’s loins for the coming 1 
evitable struggle. During the succeegll, 
ing four years the virtues of busine 
and industry, in general, for organizi 
and mobilizing the resources of the 
tion for war were recognized and ut 
ized by the administration. Only Iz 
summer the President conceded t 
the “New Deal was dead” and t 
emphasis from now on should be 
win the war. 


W: know, of course, that the Ne 
Deal spirit is not dead. We kno 
that the President’s sincere approval 
spreading the TVA model to oth 
major river basins throughout 

United States is likely to affect his co 
struction of the “mandate” he receiv 





#n the November mandate. 
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rom the people at the polls last No- 
rember 7th. 
B But it does not necessarily follow 
hat a majority of Congress will be 
nclined to put any such construction 
A good 
Bmany of them have already indicated 
hat they regard the mandate of the 
dministration victory (by its closest 
‘margin, incidentally) as being simply 
desire on the part of the public not 
‘Go make a change in leadership during 
he war. There is a widespread 
pinion that there was no approval of 
“Momestic policies of the administration 
nd that, in the absence of a war emer- 
ency, the election might well have 
red out quite differently. Congress 
@self will not be much different in 
945. Democratic gains of a score of 
eats in the House, and the Republican 
ain of one seat net in the Senate will 
ardly cause a noticeable shift of cur- 
pnits. 
If this is true, we can expect plenty 
f congressional deliberation on, if not 
tual opposition to, more ambitious 
ograms which the President may ad- 
pnce in the new Congress. How, 
herwise, can we explain the recent 
tion of the lame duck session of Con- 
ess in voting so overwhelmingly (56 
25) against an amendment to the 
ivers and Harbors Bill which would 
ave brought to a point of realization 
hat is commonly regarded as Presi- 
tnt Roosevelt’s pet project—his long- 
herished dream of establishing a deep- 
gannel seaway in the St. Lawrence 


tlantic ocean, with incidental hydro 
bwer developments ? 
@ There were complicating factors, in- 
Buding the incidental attack on the 
. gcaty-making powers of the Senate, 


which might account for part of the 
margin. But in view of such a lop- 
sided score, most observers agree that 
the St. Lawrence seaway is likely to 
remain a pretty dead duck for the year 
1945. At any rate, it can be said, from 
the Senate standpoint, that if it is not 
submitted in the form of a treaty, the 
St. Lawrence proposal is not going to 
get anywhere. If it is submitted in the 
form of a treaty, its chances of secur- 
ing the two-thirds margin of Senate 
ratification look almost hopeless. 

Thus, it would seem that our prophe- 
cies of drastic new proposals to engulf 
the private electric power industry 
with a series of regional public owner- 
ship authorities must be offset by the 
likelihood that Congress is in a mood 
to stop, look, and listen, and quite pos- 
sibly to reject all of these more ambi- 
tious ideas. In plain words, this means 
that while an MVA bill will certainly 
be introduced in the next Congress and 
receive attention, the fact that gover- 
nors in a majority of the states in the 
MVA area have already come out in 
opposition to the idea, is going to make 
it a tough proposition for the adminis- 
tration to get through. 

Furthermore, if it does not get an 
MVA bill through the next Congress, 
afortiori, it is not going to get 
through an Arkansas Authority Bill 
or any of the other “7-TVA” plans. 


| us not forget, of course, that Con- 

gress in acting on the Flood 
Control Bill and Rivers and Harbors 
Bill (the latter blocked only temporar- 
ily) has taken some long steps toward 
spreading public ownership further 
along the path of private enterprise in 
the electric power business. It has writ- 
ten into these laws a policy of allowing 
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the Secretary of Interior not only the 
right to discriminate in favor of public 
agencies and against private enterprise, 
but authority to build transmission 
lines indiscriminately which seek out 
such public agencies to deal with, and 
create competition in areas where pri- 
vate companies now serve. We know 
from experience that the Secretary of 
Interior is likely to use his authority 
just that way. 

In the list accompanying this article 
(Table I) we can see by a kilowatt 
count just what new projects have 
been authorized in these bills. In an- 
other accompanying list (Table II, 
page 9) we can see the unmistakable 
growth of public power during the 
Roosevelt administration from a rela- 
tively insignificant margin of total pro- 
duction to a point where it represents 
approximately 20 per cent of total pro- 
duction in the United States. Public 
power will go beyond that in 1945 and 
in the succeeding years. Authorizations 
for new projects now on the books will 
be implemented by appropriations to 
carry out public works. 

During the year 1945 we shall prob- 
ably witness for the first time whole- 
sale admissions by high administration 
officials of an objective which those in 
the electric power industry have long 
been cognizant—that private enter- 
prise in the power business should be 
liquidated. Heretofore, public owner- 
ship has been advanced under a series 
of different labels and private opera- 
tions have been attacked for various 
reasons, some of them pretty time 
worn. Its proponents have been con- 
tent to slide up or sneak up to their ob- 
jective, project by project, under cover. 
Look now for outright demands to so- 
cialize the industry and for claims that 


JAN. 4, 1945 


private operations are undesirable, 
per sé. 

So we can expect, in the publicity 
tc accompany the submission of these 
various new regional authority bills, a 
new line of attack—that private enter- 
prise in the power business is obsolete; 
that we should consider electric power 
in the same way we consider public 
roads, rural mail delivery, and so forth 
—something to be spread as far and as 
wide as possible, regardless of cost to 
the taxpayer. Secretary of Agricul- 
ture Wickard has already taken that 
line with respect to REA operations, 
This writer looks to see such publicity 
reach a high-water mark during the 
year 1945, 


B uT it will probably not have the ef 
fect of breaking through the pre: 
dominant positicn held by private en 
terprise in the electric power industry 
It will recede. Other factors, some o 
economy, some of jealousy of preserv 
ing remnants of states’ rights, and sti 
others involving engineering practi 
cality, are likely to influence Congres: 
towards taking a more conservative 
stand. When the storm and furor 
blow over this writer expects publit 
ownership in the private electric powe 
industry to be not so much furthe 
along the road than it is today—assum 
ing that authority along this line, al 
ready voted by Congress, will be im 
plemented by appropriations. 

In addition, there may even be a re 
vulsion of sentiment in Congress ant 
among the people. A furious storm 0 
propaganda could have such reactio 
People may eventually begin to as 
themselves, why is it wrong for privat 
industry to be or remain in the electri 
power business? They will wonde 
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TABLE I 


PRODUCTION OF ELECTRIC ENERGY—KWH* 
(From FPC report, December, 1944) 


Hydro 

Privately Owned 
45,435,894 135,957,720 
43,750,035 115,383,341 
37,377,076 108,117,477 
36,558,551 90,617,206 
38,593,257 67,952,358 
35,621,518 69,196,485 
30,976,307 54,373,558 
31,194,633 48,199,012 


*000 omitted. 


Steam 


ro Steam 
Publicly Owned 
28,506,656 9,310,513 
20,429,324 7,972,797 
13,884,692 7,159,031 
11,194,076 5,057,447 
6,241,153 2,775,068 
3,894,756 2,559,453 
2,736,915 2,076,993 
2,863,929 1,895,052 


Hyd 


CAPACITY OF GENERATING PLANTS—KW 


Privately Owned 
8,830,421 30,667,500 
8,975,969 29,007,899 
8,938,306 27,784,201 
8,920,411 26,185,120 
8,993,102 25,439,234 
8,893,396 24,007,685 
8,762,106 24,159,338 
8,769,915 24,748,901 


Publicly Owned 
5,236,549 3,510,753 
4,229,351 3,324,340 
3,325,281 3,039,254 
2,754,889 2,833,982 
2,072,961 1,763,610 
1,543,097 1,441,377 

979,633 1,364,868 
966,148 1,259,764 





why it is necessary to suppress and 
iquidate such private enterprise as if 
t were a criminal thing. A substantial 
portion of the public may even come 
0 realize that if an organized govern- 
ent campaign can turn one legitimate 
form of business into a quasi criminal 
status, it can do the same to any form 
of business and is likely to do so once 
he first trench of private industry 
(electric power) has been  over- 
helmed and absorbed. 

That brings us to the recent minor 
assault on the telephone industry noted 
by the introduction of the so-called Hill 
Bill (S 2213) to set up a Rural Tele- 
Phone Administration for financing 
elephones for farmers, along lines 
similar to the REA. Doubtless the 
sponsors of this bill, Senator Hill, 
Vemocrat of Alabama, and Gordon 


Persons, president of the Alabama 
Public Service Commission, would be 
the last in the world to admit that the 
measure is an assault on private enter- 
prise in the telephone industry. 

And yet it follows the familiar prac- 
tice of discriminating against telephone 
companies serving more than 10,000 
subscribers (which would probably au- 
tomatically bar the entire Bell system 
and most of the larger independents 
from seeing much of this money). The 
bill would grant express privileges in 
making loans for the extension of rural 
telephones to states, public utility dis- 
tricts, co-ops, and other public agen- 
cies. True, there is a partial preference 
(discretionary with the administrator ) 
in favor of small telephone companies 
serving less than 1,000 subscribers. 

But the fact that the proposed RTA 
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could fix rates and otherwise supervise 
management under terms of such loans 
would make it unlikely that small pri- 
vate companies would want to partici- 
pate even if they could legally do so 
under the regulatory laws of many 
states. 


HE Hill Bill is probably the first 

overt sign of encouragement for 
public ownership in the telephone in- 
dustry—an industry wherein all forms 
of public operation in the United 
States are virtually nonexistent. (Two 
obscure municipal plants have been op- 
erating in the Dakotas for some years. ) 
The fact that this bill was introduced 
after three members of the Federal 
Communications Commission had 
made speeches calling attention to the 
need for more telephones for farmers 
—the fact that this FCC barrage of 
speeches was capped by a special report 
of an FCC staff division condemning 
certain practices of the Bell and in- 
dependent telephone industries (based 
on incidents which happened two dec- 
ades ago, or more)—follows the same 
old familiar pattern of antiutility agi- 
tation against the electric power in- 
dustry reminiscent of the late twenties 
and early thirties. 

Will the Hill Bill get any place in 
1945? Certainly a start will have been 
made towards serious consideration of 
such legislation. Assuming that the 
bill will be reintroduced in the new 
Congress, this writer expects that hear- 
ings will be arranged before the Sen- 
ate Agriculture Committee at which 
critics of the telephone industry, as well 
as objectors to the bill, will have their 
say. Objectors to the bill or some 
portions of it are likely to include not 
only the Bell and independent telephone 


JAN. 4, 1945 


industries but the National Associa- 
tion of Railroad and Utilities Commis. 
sioners, and possibly the REA itself, 
which might not look with favor on 
the entrance of such a closely parallel 
Federal rival agency into the general 
area of rural utility service. After that, 
this writer believes the Hill Bill is 
likely to be sidetracked, defeated, or 
emerge as a vestigial appendix in the 
form of somewhat greater authority 
for the Rural Electrification Adminis- 
tration. 

But in the process, a national sound. 
ing board will have been given to criti- 
cism of the telephone industry and the 
idea of the entrance of public owner- 
ship into it even in such a limited form 
as taking care of rural areas, Eventu- 
ally these ideas may well bear fruit— 
not necessarily in 1945, but thereafter. 


, i \HE natural gas industry is also in 


for its lumps in 1945 when the 
Federal Power Commission opens up 
its investigation of the entire, over- 
all natural gas picture. It is perhaps 
lésé majesté for an observer to foret 
cast the conclusions of such an im- 
portant investigation by a quasi judicial 
tribunal before it has even started. But 
this writer, or any other writer at all 
conversant with the background lead- 
ing up to the FPC investigation of nat- 
ural gas, would be less than realistic 
if he did not forecast that the FPC will 
find grounds to ask Congress to give it 
greater authority over the natural gas 
industry to the extent that it can con- 
trol or contribute to the formulation o 
a conservation policy affecting this im- 
portant but wasting natural resource. 
The likely technique of such regula 
tion in the interest of conservation 
would probably follow theidea sketched 
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TABLE II 


APPROXIMATE ADDITIONS TO FEDERAL POWER PROJECTS 
IN PENDING AND PROPOSED LEGISLATION 


(Asterisk (*) denotes deletions from pending legislation) 


Flood Control Bill (HR 4485 )—approved by 78th Congress 


Name 
Susquehanna River Basin* 
Roanoke River Basin 
Yadkin-Pee Dee Basin* 
Eltowah-Allatoona Reservoir 


Ouachita Basin (Blakely Mountain Dam). 


Arkansas River Basin 
White River Basin 

Missouri River Basin 
Kentucky River Basin 
Youghiogheny River Basin* 
Cheat River Basin* 
Willamette River 


Estimated 
Annual Output 
(Million Kwh.) 


Est. Ultimate 
Capacity (Kw. ) 


1,695 

1,030 

166 

; 145 
100,000 approx. Bee 
rer approx. 


50.000 
162,000 
100,000 
413,000 


10,000 
463 
280 


Rivers and Harbors Bill (HR 3961 )—failed in 78th Congress 


Santee-Congaree River* 

Savannah River (Clarks Hill) 
Appalachicola-Chattahoochee-Flint 
Alabama-Coosa* 

Neches River Basin 

Snake River 

Columbia River (Umatilla Project) 


693 
2,012 
1,055 
3,295 


585,700 
742,000 
251,500 
948,170 

45,000 
155,000 
600,000 


(Details of particular river projects in documents filed with Comeen ) 


Summary of All Installed or Proposed Additions to Federal Power Projects 


In the Fleod Control Bill (HR 4485) 


In the Rivers and Harbors Bill (HR 3961) 


3,630,000 kw. 
3,340,000 kw. 


Completion of Projects Partly Installed (TVA, 


Reclamation Service, Army Engineers) 


Proposed St. Lawrence Project 


3,640,000 kw. 
900,000 kw. 





by Justice Jackson in his concurring 
Dpinion in the Supreme Court decision 
n the Hope Natural Gas Case. It will 
be recalled that the Justice suggested 
ontrol of the “end use” to which natu- 
al gas is put so that this irreplaceable 
uel is not needlessly wasted in indus- 
tial competition with other fuels such 
nS hydroelectricity, which is self-re- 
plenishing to a certain degree, or coal, 
bf which we have more ample reserves. 

Doubtless some such policy of natu- 
al gas conservation will be necessary 
n the coming years. But the manner 


and degree of its formulation and en- 
forcement will have an unescapable ef- 
fect on the future of the natural gas in- 
dustry. Applied too rigorously it 
might condemn the flourishing pipe- 
line ambitions of the production and 
transmission end of the business. It 
might relegate the distribution end of 
the business to a static if not actually 
contracting and moribund enterprise. 
Applied more cautiously it might actu- 
ally stabilize the industry to the extent 
that the exploitation of its resources 
will be prolonged and the net profit de- 
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rived from its operations relatively in- 
creased. 

More important, of course, would be 
the public interest in the best method 
of controlling the consumption of a 
vital natural resource. The FPC has 
so far used intelligent restraint against 
the usual bureaucratic tendency to 
plunge ahead into such a difficult field 
in bull-in-a-china-shop fashion. But the 
natural gas industry may as well re- 
sign itself to some nervous moments. 
Out of this investigation is likely to 
come a new definition of a conservation 
policy, national rather than state, con- 
‘trary to certain previous legal prece- 
dent. 

It is inconceivable, for example, that 
with natural gas facilities situated 
where they are and operated as they 
are, any single state could have the 
right by arbitrarily stopping export of 
natural gas to plunge existing indus- 
trial organization and economic ma- 
chinery in other states into chaos. If 
any state is so foolhardy as to take 
such a drastic step, as was recently 
threatened, it is likely to bring about 
an even earlier showdown on the 
eventual and inevitable need for an 
over-all national conservation policy. 


— organization that is going 
to come in for some difficult mo- 
ments in 1945 is likely to be the Rural 


Electrification Administration. The 
recent resignation of Administrator 
Harry Slattery, following long pres- 
sure by the White House, is likely to 
set off a series of blasts of opposition 
against REA on various grounds enu- 
merated in the Senate Agriculture 
Committee investigation last spring. 
The Senate Agriculture Committee it- 
self would probably not be the only 
JAN. 4, 1945 


Smith, Democrat of South Carolina, 
has been replaced as chairman, REA 
opponents are turning to other meth- 
ods. k 

Attacks on Agriculture Department 
control of REA will now take the form 
of heckling Secretary of Agricultur¢ 
Wickard (or his successor, if he is no 
reappointed to the Cabinet) and hi 
aides in appropriation committees, 
There will also be the opportunity pro; 
vided in hearings on the Shipstead Bill 
to be reintroduced at the new session, 
which would restore REA to the statu; 
of an independent agency, taking if 
away from Agriculture. Senator Ship 
stead, Republican of Minnesota, has al 
ready taken up the cudgels for the vin 
dication of Slattery. He has de 
nounced Wickard’s acts in by-passing 
Slattery’s authority as illegal. 

The possible use of REA as a politi 
cal machine is the real issue behind thg 
renewed opposition to Agriculture De 
partment control. The conduct of Sec 
retary Wickard and others during tha. 


recent campaign in using REA contac 4.1: 


with farmers for political purposes has 
awakened Republican Congressmen 
and a number of Democratic Congress 
men, to REA’s practical political pos 
sibilities. They think that restoring 
REA to an independent status woulf 
lessen the danger of REA becoming 
political racket to corral the farm vott 
for the party in power. Wickard} 
acts in by-passing Slattery are of ven 
doubtful validity, according to wun 
biased legal experts, although obedien 
Federal department lawyers will doubt 
less be ready with justifying opinions 
One such has already been writte 

As in the case of the Biddle-Littel 
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feud and the FCC investigation, the 
Badministration reaction in this case will 
probably be to attempt to suppress 
further inquiry at all costs. 
When that is all said and done, how- 


“Hever, REA basically will continue to 


get the same superfine financial breaks 
from Congress that it has all along. We 
can expect that the proposed 3-year 
Bplan involving appropriations of $585,- 
000,000 for postwar allocation by 
‘BREA will at least be approved by Con- 
Beress. It might even be augmented by 
‘fa more ambitious 5-year plan involving 
even greater appropriations. In other 
iawords, REA’s popularity with Con- 
M@egressmen as a dispenser of pap to the 
farmer is not at all compromised by 
present difficulties involving the pres- 
ent management. The worst Congress 
may do (or possibly the best for REA, 
depending on the way you look at it) 


INH will be to throw out the present man- 


agement and set up an independent 
agency above reproach of politically 
@ partisan pressure. 

Certainly strong attempts will be 
made along this line in 1945, as already 
indicated. But the equally strong pos- 
sibility of a presidential veto makes 
athe prognostication of the outcome too 
difficult for this writer to venture any 
surmise. Prospective REA fireworks 
were already rumbling as these lines 


Wawere written over the possible confir- 


mation of a successor to Slattery. 


¢ 


HAT other legislation is in the off- 
ing affecting utilities in 1945? 
Nothing especially exciting. There are 
a couple of measures affecting the work 
of the Securities and Exchange Com- 
mission under the Holding Company 
Act which are likely to be reintroduced 
but this writer does not expect very 
much to come of them. Also likely to 
be reintroduced will be the bills spon- 
sored by the National Association of 
Railroad and Utilities Commissioners 
to rewrite the Federal Power Act so 
as to protect the jurisdiction of state 
commissions in regulating electric utili- 
ties with facilities located entirely in a 
single state. Possible passage of such 
legislation seems clouded by the threat 
of a presidential veto, although testi- 
mony at the hearings may strengthen 
the passage chances of such bills. 

There is perhaps more of a chance 
for passage of an expected revival of 
the perennial attempt to rewrite the 
Communications Act and perhaps re- 
organize the Federal Communications 
Commission. Everybody seems to 
agree that the Communications Act 
should be rewritten so as to spell out 
certain powers which Congress has not 
clearly given to the FCC but which the 
FCC has in the past apparently arro- 
gated to itself. In the consideration of 
such legislation repercussions from dis- 
closures made to the recent special 
House committee investigating the 


e 


“EVERYBODY seems to agree that the Communications Act 
should be rewritten so as to spell out certain powers which 
Congress has not clearly given to the FCC but which the FCC 


has in the past apparently arrogated to itself. In the con- 
sideration of such legislation repercussions from disclosures 
made to the recent special House committee investigating the 


FCC may have some effect. 


a9 
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FCC may have some effect. So much 
of this testimony has been suppressed 
from public notice that it is difficult to 
determine just how much pressure 
there is under the cooker and whether 
or not the administration will succeed 
in keeping the lid on, as it is apparently 
attempting to do. 

Finally, there seems to be a fair 
chance that changes affecting the Com- 
munications Act may be swallowed up 
or overshadowed by prospective plans 
for wholesale reorganization of admin- 
istrative agencies. Rumor has it that 
the President is quite likely to do 
something about gathering the increas- 
ingly scattered threads of duplicate 
labor regulatory bodies together in a 
single group, logically under the Labor 
Department. And it is also possible 
that the President may make an even 
more extensive job of reorganization 
by getting together various agencies 
dealing with transportation and com- 
munications, including the ICC and 
the Civil Aeronautics Board, under 
the FCC. 

But that is all “city room specula- 
tion” at this writing. About all we can 
say with a fair degree of certainty is 
that the President will recommend 
some sort of reorganization legislation 
in 1945. So far, even the rumors have 
not suggested that any change might 
be made in the independent status of 
the Federal Power Commission. 


pia over briefly to the judi- 
cial branch of the government, 
there would seem to be no very im- 
portant decisions involving public 
utilities on the high court’s docket, ex- 
cept a series of cases involving reor- 
ganization proceedings under the 
Holding Company Act. These cases 
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come so late in the day of holding 
company reorganization that they are 
almost anticlimactic. Whatever the Su. 
preme Court may do—even the highly 
unlikely possibility that it may declare 
§ 11 of the Holding Company Act un- 
constitutional—it is difficult to see how 
it could have very much practical ef- 
fect on the progress of the various re- 
organization plans for holding groups 
which are now so far along in their 
course. Court decisions or no court 
decisions, it seems to be another case 
of all the king’s horses and all the 
king’s men never being able to put 
Humpty Dumpty together again. 

The Hope Natural Gas decision 
early last year, with its now famous 
“no formula” rule, has swept the court 
dockets pretty well clear of important 
rate cases and there are very few even 
on the horizons of the lower levels of 
the Federal judicial hierarchy which 
are likely to make headlines or disturb 
calculations. Rate making, in other 
words, will be pretty much of a state 
commission function in 1945, except in 
the interestate area of FPC control. 
And two interesting cases are looming 
which may further clarify FPC pow- 
ers over rate fixing and accounting; 
namely, the Safe Harbor Water Pow- 
er-Consolidated Gas, Electric Light & 
Power of Baltimore Case, and the 
Montana Power Company Case. 


en up the foregoing random 
prognostications for 1945 item by 
item, we arrive at the following con- 
clusions : 

1. The St. Lawrence seaway project 
may be revived in 1945 but will not be 
approved. 

2. Bills to set up a Missouri Valley 
Authority will be introduced in the 
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new Congress with strong administra- 
tion backing but equally strong opposi- 
tion developing with the outcome in 
doubt and the chances slightly favor- 
ing no such legislation. 

3. Bills to establish other regional 
authorities along TVA lines will be in- 
troduced in 1945, but their chances 
are dependent on the outcome of the 
MVA. , 

4. An avalanche of propublic owner- 
ship publicity is likely to reach a high- 
water mark in 1945, but actual prog- 
ress of Federal ventures into the elec- 
tric power field may not go beyond the 
implementation of authority recently 
considered by Congress in the Rivers 
and Harbors and Flood Control bills. 

5. REA will come in for much criti- 
cism and its management may be 
changed by act of Congress, but its 
plans will not be interrupted and its ap- 
propriation will be more generous than 
ever. 
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6. The telephone company will get its 
first real dose of public ownership agi- 
tation in a number of years, via the ru- 
ral phone route, but not much is ex- 
pected to come of this in 1945 by way 
of actual legislation. 

7. FPC will stage its natural gas in- 
vestigation and may arrive at impor- 
tant conclusions with regard to na- 
tional conservation policy. 

8. FCC stands a good chance of 
being reorganized either by special re- 
vision of the Communications Act or 
general reorganization, taking in trans- 
portation agericies as well. 

9. No other important legislation 
looms in Congress, with the exception 
of the NARUC bills to amend the Fed- 
eral Power Act, eventual enactment of 
which is quite doubtful. 

10. No important regulatory deci- 
sions are in the offing with the excep- 
tion of cases now in the Supreme Court 
affecting the Holding Company Act. 








Electric Utility Savings on a “Contingent Basis” 


A PRESS item states that Isidore Wolfsohn, a Yonkers (New 
York) electrician, ran afoul of the law because he was 
more clever than wise. Consolidated Edison Company inspectors 
told the court that he had tampered with meters, so they 
called for a reduced bill, and then split the savings with 


customers. 


They estimated that this trick cost Consolidated a million 


dollars in twenty years. 


The court, evidently believing that such enterprise was alto- 
gether too “free,” said such proceedings were “fraud,” and 
now Isidore is pondering his past in the penitentiary. 
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Original Cost in Public 
Utility Accounting 


Part II 


The crux of the accounting problem today is inter- 

pretation of the accounting requirements and in this 

respect, declares the author, the industry has cause 
for alarm and complaint. 


By JOHN H. BICKLEY 


- NHE crux of the problem of ac- 
counting requirements today is 
in interpretation, and in this re- 

spect the industry has had cause for 

alarm and complaint. If a reaction sets 
in against the prescribed accounting 
procedure, it will be on the score of 
regulatory construction and commis- 
sions will be largely at fault. There- 
fore, every effort should be made to 
avoid action that discredits the sound 
purposes of original cost accounting. 
Unfortunately, the fears voiced by 
the telephone and other utility indus- 
tries at the time the original cost pro- 
cedure was adopted have too often 
proved to be justified. Concern about 
the disposition of Account 100.5 has 
seemed uppermost in the minds of util- 
ity executives, public accountants, and 
others. Yet, early in the original cost 
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movement, efforts were made to allay 
such fears, if the wording of the sys- 
tems were insufficient to this end. 

Paragraph C of Account 100.5, pro- 
vides: 


The amounts recorded in this account with 
respect to each property acquisition shall be 
depreciated, amortized, or otherwise disposed 
of, as the commission may approve or di- 
rect. 

Substantially the same language ap- 
pears in Account 100.4, Telephone 
Plant Acquisition Adjustments, of the 
Uniform System of Accounts for Tele- 
phone Companies. 

In their suit to have the accounting 
system set aside, telephone companies 
complained that the language of the ac- 
quisition adjustment account would re- 
quire the elimination from their ac- 
counts of any excess of purchase price 
for acquired properties over the orig- 
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inal cost thereof, and that they would 
not be permitted to recover through de- 
preciation charges the excess of invest- 
ment over original cost for depreciable 
plant. Witnesses for the companies tes- 
tified to the same effect and appeared 
to entertain the misapprehension that 
Account 100.4 would have to be writ- 
ten off to surplus. 


N the other hand, witnesses for the 
Federal government testified that 

the wording of Account 100.4 did not 
imply that the excess of purchase price 
over original cost would of necessity 
and under all circumstances have to be 
extinguished, that depreciation or 


amortization of the portion of invest- 
ment carried in Account 100.4 would 
be prohibited, or that Account 100.4 
would have to be charged off immedi- 
ately or in time against surplus; but 
that, on the contrary, the disposition or 


retention of amounts in Account 100.4 
would be decided by the nature of the 
amounts included in each acquisition. 

The United States Supreme Court,! 
in its review of the case, requested the 
Assistant Attorney General to present 
an administrative ruling, on behalf of 
the commission, on the accounting 
treatment of the acquisition adjust- 
ment account. The commission accord- 
ingly construed the account in this 
language: 

Amounts included in Account 100.4 that 
are deemed, after a fair consideration of all 
the circumstances, to represent an invest- 
ment which the accounting company has 
made in assets of continuing value will be 
retained in that account until such assets 
cease to exist or are retired; and, in accord- 
ance with paragraph (C) of Account 100.4, 
provision will be made for their amortiza- 
tion. 

When amounts included in Account 100.4 


1 (1936) 299 US 232, 81 L ed 142, 16 PUR 
(NS) 225. 


are deemed, after a fair consideration of all 
the circumstances, to be definitely attribut- 
able to depreciable telephone plant, provision 
will be made for amortization of such 
amounts through operating expenses, 
through the medium of either Account 613 

(which covers the amortization of intangi- 

ble property) or Account 675 (which in- 

cludes all operating expenses not properly 
chargeable to other accounts). 

The court accepted “this declaration 
as an administration construction bind- 
ing upon the commission in its future 
dealings with the companies” and 


added: 


The administrative construction now af- 
fixed to the contested order devitalizes the 
objection that the difference between present 
value and original cost is withdrawn from 
recognition as a legitimate investment. 


Federal Power Commission 
Construction 


B™ with obvious disregard of the 
facts and the soundness of the 
FCC ruling, other currents that nullify 
fair and reasonable action are in mo- 
tion. 

The Federal Power Commission 
now generally takes the position that 
any amount in Account 100.5, Electric 
Plant Acquisition Adjustments, is an 
intangible, that such an intangible lacks 
continuing value, that it represents the 
capitalization of “excess” earnings, and 
that it should be written off, usually to 
surplus, over a period not exceeding 
fifteen years. 

From the testimony of Charles W. 
Smith, who has been the chief account- 
ing witness for the Federal Power 
Commission, there can be gleaned the 
regulatory philosophy and concepts un- 
derlying the commission’s actions. 
There is discernible a course of reason- 
ing that lends plausible support to the 
witness’ conclusions and to the com- 
mission’s decisions. 
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Summary of Testimony on Behalf of 
Federal Power Commission’s Position 


The following is a summary of the 
testimony of Mr. Smith concerning 
Account 100.5 as given before the Ar- 
kansas Department of Public Utilities, 
in February, 1944?: 


1. The fair value of the physical 
properties of a public utility does not 
exceed gross original cost and it is 
probably less because of depreciation. 
Land is a possible exception. 

2. The purchase price of an operat- 
ing utility is usually based upon earn- 
ing power rather than upon the esti- 
mated value of physical assets. 

3. The nature of amounts included 
in Account 100.5 should be determined, 
when practicable, from the facts in 
connection with each acquisition, but it 
is usually impossible to determine the 
nature of 100.5 amounts and the ef- 
fort is impracticable in most cases. 

4. With respect to past acquisitions, 
the use of an appraisal made subse- 
quent to the acquisition for the purpose 
of a determination of the nature of an 
amount to be entered in Account 100.5 
is invalid. 

5. Amounts in Account 100.5 usual- 
ly represent intangibles. 

6. The nature of the intangibles 
cannot be stated, but they are rooted 
in prospective earnings which are de- 


2 The discussion herein is directed to the tes- 
timony of Mr. Smith rather than to FPC de- 
cisions only because Mr. Smith has presented 
more fully the regulatory and accounting views 
in support of the action taken by the commis- 
sion on Account 100.5. 


e 


rived from franchise and monopoly 
value. 


7. Earnings that support intangi-§ 


bles are “excess” earnings in that they 
are in excess of a reasonable return on 
the physical property, which cannot 
have a value in excess of gross orig- 
inal cost or probably depreciated orig- 
inal cost. 

8. Such “excess” earnings may not 
be expected to endure, and hence the 
intangibles based on such earnings 
have no permanency. 

9. The principles of public utility 
regulation would be offended if in- 
tangibles were retained in the accounts 
and if a utility were allowed a return 
on the intangibles for the life of the 
enterprise. 


10. Since the intangibles (generally 
the excess of purchase price over orig- 
inal cost) lack permanency, they 
should be written off over a period not 
exceeding fifteen years; but there are 
cases in which they should be written 
off immediately, in which event the 
charge would be to surplus. 


11. In the purchase of going prop- 
erties, earnings in excess of a return 
on tangible property are often capital- 
ized in order to measure the amount 
to be paid for intangibles. The rate of 
capitalization is usually between 15 
and 20 per cent. 

12. Capitalization at 20 per cent 
would indicate the purchase of “ex- 
cess” earnings for a period of 5 years. 
Capitalization at 6 per cent would in- 
dicate a purchase of “excess” earnings 
for a period of 16% years. A rate of 6 
per cent is an unheard of low rate, is 


“TANGIBLE replaceable properties, like structures and equip- 
ment, have limited life, however long it may be. For this 
reason they are subject to depreciation accounting. Land is 
generally of indeterminate service life and is usually non- 
amortizable, except limited-term interests. Nevertheless, if 
fee land is known to have a limited period of usefulness to 
the enterprise, provision for amortization of any expected 


loss upon retirement is in order.” 
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for a longer period than any prudent 
man would pay, is probably lower than 
the rate generally earned on tangibles, 
and is illogical and inconceivable. 

13. The write-off of intangibles 
should generally be to surplus. 


HESE opinions are of the utmost 

significance, as is the fact that the 
FPC has long been an advocate of pru- 
dent investment as a rate base, and that 
it now construes prudent investment as 
being depreciated original cost.2 A 
clear understanding of these points is 
a prerequisite to a review of the com- 
mission’s accounting treatment of 
amounts in Account 100.5, for if orig- 
inal cost is a valid rate base, and if 
earnings are limited to a return there- 
on, no amount in Account 100.5, 
whether tangible or intangible, would 
be sustained by earnings. 

Again the witness has aptly ex- 
pressed the commission’s position. Al- 
though he vaguely intimates at times 
that the depreciated original cost of 
utility property is not the exclusive 
measure of a rate base, the totality of 
his views must, by the force of logic, 
lead him to the opposite conclusion. 
He has said: 

1. The value of physical properties 
does not exceed original cost less de- 
preciation. 

2. Intangibles represent franchise 
and monopoly value, are rooted in 
earnings in excess of a fair return on 
tangible property, and are of ephem- 
eral quality. 

3. The principles of public utility 
regulation would be offended if in- 
tangibles were kept on the books and 


8 Brief of Federal Power Commission, as 
amicus curiae, before U. S. Supreme Court 
in Railroad Commission of California v. Pa- 
cific Gas & E. Co. (1938) 302 US 388, 82 L 
ed 319, 21 PUR(NS) 480; also commission’s 
decision in the matter of Hope Natural Gas 
Company (1942) 44 PUR(NS) 1. 


a utility permitted to earn a return 
thereon for the life of the enterprise. 

4. Value is an unnecessary process 
in the fixing of rates. 

5. Other than accounting facts 
should be considered in arriving at a 
rate base, “but you don’t have anything 
as good as your main instrument at 
the present time.” 

6. Reproduction cost methods of de- 
termining the rate base are obsolete 
and ought to be completely abandoned. 

7. “A commission should definitely 
avoid reproduction cost studies and 
fair value testimony, because I believe 
that anything the commission needs in 
the way of information as to give a fair 
return can be determined from the in- 
vestment basis better than from a value 
basis.” 

8. Prudent investment is the best 
rate base method. 

9. Although prudent investment is 
not synonymous with original cost, 
“the starting point is original cost and 
then you ought to include so much as 
is proper of Account 100.5, include all, 
and that would give you automatically 
the cost of the company, but to my 
mind most of 100.5 items represent not 
the cost of tangible properties but the 
cost of intangibles, and I don’t think 
intangibles as a matter of principle 
ought to be included.” 


Ws these statements are seen as 
a connected chain of thought, the 
inevitability of the conclusions as to 
Account 100.5 is apparent. The view 
that the physical property of a public 
utility is limited in value to depreciated 
original cost, must lead to a conclusion 
that an amount paid for a going prop- 
erty in excess of such cost is a payment 
for intangibles. The theory that the in- 
tangibles of utilities have a peculiarly 
uncertain life, and that they should be 
written off, emerges from a philosophy 
that they find sustenance in excessive 
earnings and hence. have no legitimate 
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Economic Value of Capital Assets 


wk: iow economic value of all capital assets springs from earning 
power. Going properties are purchased primarily on the basis of 
prospective earnings. Mergers and consolidations are consummated on 
the same basis. And expenditures on plant constructed find like justifica- 
tion. The expectation of earnings is the key to private venture.” 





worth. Or, to syllogize: Excessive 
earnings should not be allowed (that is, 
they should not exceed a fair return on 
fair value, and the latter is construed to 
be net original cost) ; earnings support- 
ing intangibles are excessive (that is, 
they exceed a fair return on fair 
value) ; therefore, earnings supporting 
intangibles should not be allowed. Per- 
haps the syllogism would be better ex- 
pressed in this manner: Property sup- 
ported only by excessive earnings 
should not appear in the accounts of a 
public utility; intangibles represent 
capitalized excessive earnings, in that 
the earnings supporting intangibles are 
in excess of a fair return on fair value, 
which is depreciated original cost; 
therefore, intangibles should be written 
off. | 

The logic of the reasoning is sound. 
But how do the premises and related 
assertions match with economic facts, 
regulatory rules and practice, account- 
ing principles, and equity? That these 
accounting theories and conclusions 
JAN. 4, 1945 
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have only such validity as flows from 
the premises is obvious. Hence the 
premises must be explored. The con- 
clusions will then fall. 


Original Cost and Value 


HE witness is compelled to admit 

that cost and value have different 
meanings, except in the sense that cost 
to the buyer is his estimate of value. 
Courts and commissions have said 
many times that the terms are not 
synonymous and that value may be 
more or less than any particular kind 
of cost. More explicitly, they have de- 
clared that neither original cost nor re- 
production cost is the sole criterion of 
value. And there is no factual support 
for the conclusion that land is the only 
class of physical property that can be 
worth more than depreciated original 
cost. 

In most jurisdictions, a public util- 
ity is entitled to a fair return on the fair 
value of its property used and useful in 
the public service. This doctrine and 
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statutory pronouncement are not nega- 
tived by the decisions of the United 
States Supreme Court in the Natural 
Gas Pipeline Company of America and 
the Hope Natural Gas Company cases.* 
Indeed it may be said that the court did 
not invalidate a determination by the 
Federal Power Commission of the rea- 
sonableness of rates by the application 
of the fair-return-on-fair-value rule. 

While the present Supreme Court 
has expressed dissatisfaction with the 
fair value rule as laid down in Smyth 
v. Ames and in numerous later de- 
cisions, the significance of the Pipeline 
Case is that it “released the commis- 
sion from subservience to ‘any single 
formula or combination of formulas’ 
provided its order, ‘viewed in its en- 
tirety, produces no arbitrary result.’ ’”® 
And although the commission has not 
thereby been bound to prudent invest- 
ment, Justices Black, Douglas, and 
Murphy have said that “the commis- 
sion may now adopt, if it chooses, pru- 
dent investment as a rate base—the 
base long advocated by Mr. Justice 
Brandeis.’ 

Two other members of the court, 
Justices Frankfurter and Jackson, 
have spoken with favor of prudent 
investment for the fixing of rates of a 
“utility which creates its service mere- 
ly by its investment.’”” But, prudent 
investment is not measured by the de- 
preciated original cost of physical prop- 
erty, and, if accepted in fact, intangi- 
bles purchased at a fair and reasonable 


4 Federal Power Commission v. Natural Gas 
Pipeline Co. of America (1942) 315 US 575, 
86 L ed 1037, 42 PUR(NS) 129; Federal Power 
Commission v. Hope Nat. Gas Co. (1944) 320 
US 591, 51 PUR(NS) 193. 

5Mr. Justice Jackson in the Hope Case, 
supra. 

8 7 Eveline Case, supra. 

T Hope Case, supra. 


price would be entitled to earnings as 
representing “capital embarked in the 
enterprise.’”® 


a commissions have au- 
thorized numerous purchases of 
going utility properties and many 
mergers and consolidations at values 
substantially in excess of the depreci- 
ated original cost of tangible property 
and at amounts that have given recogni- 
tion to intangibles. In many instances 
there was no requirement that an excess 
of acquisition cost over the sound value 
of physical property—that is, the cost 
of intangibles—be written off or amor- 
tized. There was no warning that an 
amount paid in excess of net original 
cost was the capitalized value of exces- 
sive earnings. Securities have been is- 
sued by the acquiring companies 
against their properties, including 
bonds of long-term maturity, and pre- 
ferred and common stocks of indefi- 
nite period. While commissions have 
given no assurance that utilities could 
earn a reasonable return on the cost of 
their properties, there was no incon- 
sistent or arbitrary declaration that 
such return could not be expected. The 
purchasers of securities had ample 
cause to believe that a reasonable in- 
vestment would be unimpaired by a 
change in regulatory rules, such as by 
adoption of the theory that the value 
of utility property could not exceed de- 
preciated original cost. 


) gem were not advised that in- 
tangibles bought and paid for by 
the utility had no continuing value. On 
the contrary, such a value would con- 


8 Dissenting opinion of Mr. Justice Brandeis 
in Missouri ex rel. Southwestern Bell Teleph. 
Co. v. Public Service Commission, 262 US 
276, 67 L. ed 981, PUR1923C 193. 
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tinue as long as an adequate return on 
full investment was realized.® 


>” auonpc other regulatory agencies 

that pass upon the value of utility 
properties and securities pay no al- 
legiance to the depreciated original cost 
of physical properties. For example, 
they have approved public sales of com- 
mon stocks on bases exceeding that 
amount. Therefore, if earnings are 
limited to a return on net original cost, 
the public has been led into false con- 
clusions as to the soundness of its in- 
vestments. 


2 State commissions, in making findings of 
value in connection with their authorizations 
of security issues, property purchases, mergers, 
and consolidations, have generally included in 
their opinions and orders a statement that the 
value found in the instant proceeding would not 
necessarily be binding upon the commission in 
any other proceeding. The reason for such a 
clause is clear. Value may change and a com- 
mission could not bind itself for all times to 
a certain determination of value made for a 
given purpose. But the statement carries no im- 
plication that a commission would arbitrarily 
and capriciously change the value immediately 
in a rate case involving the question of allow- 
able earnings, or that it would follow one 
method of measuring value for the purpose of 
authorizing a sale of securities and a different 
method in a rate case, particularly a method 
that would in all probability produce a lower 
value. A commission could be expected to con- 
tinue to operate within the framework of its 
regulatory concepts at the time security issues 
and property acquisitions were approved; and, 
if a change in rules were effected that would 
cause injury to investors, ordinary fairness 
would require that the utility be afforded the 
= to adjust its affairs to the new 
rules. 


e 


Consequently, it is only by complete 
disregard of other commissions that 
the Federal Power Commission can ap- 
ply conflicting rules by assuming (1) 
that value does not exceed net original 
cost, and (2) that an amount paid for 
a going property in excess of original 
cost is a capitalization of excessive 
earnings. The rules are particularly in- 
equitable when the intangibles must be 
extinguished by net income or surplus 
charges, rather than out of operating 
revenues, 


Identifiability of Amounts in 100.5 


pearance may and often do ac- 
count for a substantial portion of 
Account 100.5, but to hold that the 
nature of an acquisition adjustment 
cannot usually be determined and that 
it is impracticable to do so is unwar- 
ranted. If this is true, then paragraph 
B of the account is mere verbiage and 
conscientious and competent public 
servants would not have written the 
provision. Neither would they say in 
one breath that the accounting treat- 
ment of Account 100.5 should depend 
upon the nature of the amounts, and 
in the next breath that the nature can- 
not usually be determined and, because 
of this deficiency, that the amounts 
should be called intangibles. This 
would be breaking faith with the 


“THE financial success—that is, the degree of earnings—of 
an electric or gas establishment is not limited to the exercise 
of a franchise or to monopoly position, if such there be. Nu- 
merous instances can be cited in which franchises did not 
produce profits and in which the same properties have been 
operated by another management with a high measure of 
success. The history of utility undertakings is replete with 


such cases.” 
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United States Supreme Court and in- 
vestors. 

The plain fact is that a reasonable 
determination can almost invariably be 
made of what accounts for an excess of 
purchase price over original cost. More- 
over, for all practical purposes a dis- 
tinction can be made between tangibles 
and intangibles and the amount paid 
for each can be closely approximated. 
Such decisions have been made in the 
past and they are made today. As has 
already been shown, earlier systems of 
accounts for public utilities specified a 
procedure for the accounting distribu- 
tion of the purchase price of a going 
property. The nature of Account 100.5 
can be determined by the same method. 


ce. insist upon the use of an ap- 
praisal made contemporaneously 
with the original transaction and to 
forbid the use of any other appraisal, 
in an attempt at this time to define 
amounts in Account 100.5, is highly 
unreasonable, to say the least. It is no 
less than an arbitrary and capricious 
decision that can have as its purpose 
only the effective nullification of para- 
graph B. As is commonly known, prop- 
erties have generally been purchased on 
the basis of prospective earnings, but 
consideration has been given also to the 
condition of the properties, their use- 
fulness to the acquiring company, the 
needs, if any, for rehabilitation, the 
economies that could be effected, im- 
provements in service, possibilities of 
rate reductions, and many other fac- 
tors. The purchaser probably had an 
idea of the value of the physical prop- 
erty, even though no formal and de- 
tailed appraisal was made. He may 
have known whether the plant accounts 
of the vendor were over or understated 
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in relation to cost and value, but he had 
no particular interest in original cost. 
He certainly could not have foreseen 
the present original cost accounting re- 
quirements or made special preparation 
for meeting them. Consequently, ordi- 
nary fairness urges the acceptance of 
such reasonable methods as would have 
been applied at the time had the present 
requirements been in effect. A fair ap- 
praisal of properties, even when made 
years after the transaction, should be 
admitted to the end that the expressed 
intent of Account 100.5 be carried out. 

The merits of the question cannot be 
begged because of the cost involved in 
making an appraisal. A decision as to 
this should rest solely with the owners 
of the property and the management 
having an obligation of stewardship. 
The cost of putting original cost ac- 
counting in effect is not a trifle. If man- 
agement concludes that an additional 
expenditure should be made to defend 
the property rights for which it has re- 
sponsibility, the necessary action should 
not be barred for lack of foresight in 
not anticipating present accounting re- 
quirements. There are cases in which 
millions of dollars are involved, espe- 
cially where valuable land rights were 
acquired. Appraisals of reasonable ac- 
curacy are feasible. 


Permanency of Intangibles 


| ea though the acquisition adjust- 
ment account is represented in 
whole or in part by intangibles, the eco- 
nomic soundness of an investment is 
not vitiated because something in addi- 
tion to physical assets was purchased. 
And neither public utility regulation 
nor accounting principles would be of- 
fended if intangibles were retained in 
the accounts as long as they exist and 
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Causes of Business Losses 


* imam the causes of business losses can usually be determined, the 
monetary amount due to each cause is less susceptible of meas- 
urement. All conditions combine to produce an effect. It may be that the 
distribution system has been poorly designed or that unforeseeable shifts 
in population have made tt uneconomical. But it is only by conventional 
thinking, by arbitrary attitudes with respect to things material, that a 
conclusion is reached that the intangibles disappear first.” 





have a value equal to their cost. This 
applies especially to public utilities 
whose rates and earnings may be influ- 
enced by their accounting records.”® 

No claim is made that intangibles, 
any more than tangibles, should remain 
in the accounts forever. Circumstances 
should control and the controlling con- 
ditions can be stated. 

That intangible assets purchased 
should be recorded in the accounts at 
the time of the transaction is beyond 
dispute. The question is how long they 
should remain. This cannot be an- 
swered categorically, except to say as 
long as they exist and have value. In 
this respect they are no different from 


10 See decision of the Federal Power Com- 
mission in Hope Natural Gas Company Case, 
in May, 1942, 44 PUR(NS) 1, in which there 
were disallowed as a part of the rate base well- 
drilling costs that had been charged to operat- 
ing expense prior to regulation and at a time 
when this was permitted by systems of ac- 
counts for natural gas utilities and when it was 
the customary practice among natural gas and 
oil companies. 
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other assets, except as to duration of 
service life, and this varies. 

Tangible replaceable properties, like 
structures and equipment, have limited 
life, however long it may be. For this 
reason they are subject to depreciation 
accounting. Land is generally of inde- 
terminate service life and is usually 
nonamortizable, except limited-term 
interests. Nevertheless, if fee land is 
known to have a limited period of use- 
fulness to the enterprise, provision for 
amortization of any expected loss upon 
retirement is in order. 


HE cost of franchises and similar 

rights of definite duration is 
amortizable before expiration of the 
rights, but indeterminate franchises, 
like organization costs, are enterprise 
expenditures, which may properly be 
held in the accounts indefinitely. There 
is no compulsion through accounting 
principles or conventions to write 
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down, write off, depreciate, or amortize 
property of indeterminate life. 

An amount paid by a public utility 
for intangibles in connection with a 
property acquisition is an enterprise in- 
vestment, or is associable at least with 
an area of operation. Unless a loss in 
value at a future time can be foreseen, 
the enterprise investment is properly 
retainable. If the cost is amortized by 
reason of anticipated termination of the 
business, the charge might reach be- 
yond the intangibles to include addi- 
tional charges for tangibles. But if the 
investment was reasonable, the amorti- 
zation should be by direct deductions 
from revenues, as it is for physical as- 
sets. 

Departure from the principles just 
enunciated is not demanded because in- 
tangibles are rooted in earnings. The 
economic value of all capital assets 
springs from earning power. Going 
properties are purchased primarily on 
the basis of prospective earnings. Merg- 
ers and consolidations are consum- 
mated on the same basis. And expendi- 
tures on plant constructed find like 
justification. The expectation of earn- 
ings is the key to private venture. 


HEN a going property is acquired, 

the value of the whole, of tangible 
as well as intangible assets, stems from 
earnings. Nevertheless, the physical 
goods are but one of the means by 
which earnings are realized and in a 
given situation may have little signifi- 
cance. Earnings are derived from 
favorable business opportunities, skill- 
fully exploited—not solely from things 
tangible and material. They are pro- 
duced by the skillful application of busi- 
ness talent and judgment to the mar- 
shaling of materials, labor, and capi- 


tal in the production and distribution 
of goods and services that satisfy hu- 
man wants. Public utilities rest in this 
category along with manufacturing, 
mining, mercantile, and other enter- 
prises. 

The financial success—that is, the de- 
gree of earnings—of an electric or gas 
establishment is not limited to the ex- 
ercise of a franchise or to monopoly 
position, if such there be. Numerous 
instances can be cited in which fran- 
chises did: not produce profits and in 
which the same properties have been 
operated by another management with 
a high measure of success. The history 
of utility undertakings is replete with 
such cases. One management fails, an- 
other succeeds, and the success has 
often been accompanied by more and 
better service at lower rates. The mere 
possession of a franchise for electric 
service in Washington, D. C., does not 
spell a uniform degree of efficiency in 
operation, even though efficiency 
should prevail as a normal standard. 
Neither may it be assumed that novices 
or nincompoops will give efficient man- 
agement. 


B UT, to repeat, the purchase price for 

a going property is for the whole, 
for a mixed aggregate of various tan- 
gibles and for intangibles. If the earn- 
ings, by which the total price is justi- 
fied, are realized, the entire investment 
is fruitful, and the earnings are not 
divisible, except by arbitrary stand- 
ards, as those attributable to each class 
of assets. They spring from all and 
from other factors. 

As long as sufficient earnings con- 
tinue, the investment in properties con- 
structed and acquired finds support. If 
earnings decline or vanish permanent- 
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ly, an impairment or loss of investment 
is suffered.“ Although the loss may 
result from an excessive price paid for 
going properties, it can result as well 
from unwise construction. This is a 
question of the wisdom of investment 
and not of the character. When a per- 
manent decline in income occurs, it is 
improper to assume that certain fixed 
assets have diminished in value but not 
others, that one class of assets has di- 
minished more than another, that dis- 
tribution systems have shrunk in value 
but not the production plant, or that 
intangibles have vanished, but not the 
tangibles. “The things which are seen 


11 This statement assumes in part a constant 
level of cost of capital. 


are temporal; but the things which are 
not seen are eternal.” 

While the causes of business losses 
can usually be determined, the mone- 
tary amount due to each cause is less 
susceptible of measurement. All condi- 
tions combine to produce an effect. It 
may be that the distribution system has 
been poorly designed or that unfore- 
seeable shifts in population have made 
it uneconomical. But it is only by con- 
ventional thinking, by arbitrary atti- 
tudes with respect to things material, 
that a conclusion is reached that the in- 
tangibles disappear first. The tangibles 
and intangibles may shrink together 
and the loss of the intangibles may has- 
ten the decline in the material assets. 


THE concluding part of this article will appear in the 
January 18th issue of the FortTNIGHTLY. 





Paris Subway Riders Adopt New York Technique 


ae gr oe who travel nowadays in the crowded Metro 
(the Paris subway) have become as adept at jostling and 
seat snatching as the most practiced veterans of commuting on 
the Bronx, Brooklyn, and Queens lines in New York. 

“It was not always so in Paris. Before the war, there were 
enough busses a taxis operating to make the load on the 
Metro not particularly heavy. But during the Nazi occupation 
means of surface transportation began to disappear, unth the 
result that an increasingly large number of passengers had to 
go underground. It was during that period that Parisians 
learned how to use their elbows effectively. 

“In Paris today the urban bus lines have been all but sus- 
pended. There are no taxis, and many private motor cars have 
disappeared from the streets. The only alternative to travel 
by Metro is supplied by a small number of ancient horse-drawn 
carriages and a few tiny bicycle-propelled conveyances which 
seat two people and cost sometimes as much as the equivalent 
of $10 for a ride of fifteen to twenty minutes. In the Metro 
the fare is equivalent to 3 cents in second-class and 5 cents in 
first-class.” 
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—RussELL HILt, 
Writing in the New York Herald Tribune. 
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Who Should Pay for Unprofitable 
Service Connections 


Someone must pay for service extensions in nonlucra- 

tive areas, the author points out, but should utility 

owners, other ratepayers, or the taxpayers carry the 
burdene 


By NEIL H. DUFFY 


s the Allied armies slowly slug 
A their way to final and complete 
victory over the Axis partners, 
American business is setting up plans 
for the postwar era. In a speech before 
a quarterly meeting of the Wisconsin 
Electric Codperative, Agriculture 
Secretary Wickard asserted that sur- 
veys were being made by public utility 
companies for the purpose of building 
electric lines in “lucrative territories.” 
He stated that no one should be per- 
mitted to erect lines that would serve 
only profitable areas. “If we permit 
cream skimming of all the good terri- 
tories,”’ he said, ‘‘a lot of people are go- 
ing to be left without the benefits of 
electricity.” 

The matter of public utility service 
extensions into unprofitable areas pre- 
sents many knotty problems. Immedi- 
ately the question of any duty to serve 
these areas arises. Surely that duty 
cannot be made absolute. It depends 


upon various factors, some of which 
are prospective as well as immediate 
revenues, return to the public utility 
company as a whole, the existing de- 
mand for service, and the reasonable- 
ness of that demand. Each case should 
rest upon its own merits. 

The Pennsylvania commission, for 
example, has held that the determining 
factor when application is made for 
an extension of service is not one of 
profit alone, but the utility company 
must serve all who can be reasonably 
reached, and what is or is not a reason- 
able extension cannot be governed by 
any general rule.’ 

Assuming that there is an obligation 
to extend utility service into unprofit- 
able areas, who is going to pay for the 
extensions? This point is frequently 
overshadowed by the agreed fact that 
it would be desirable for everybody to 
have public utility service and its ac- 
companying conveniences and luxuries. 
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There are four groups, any one of 
which may be forced to assume this 
burden of cost. They are the public 
utility companies, the companies’ cus- 
tomers as a whole, the customers di- 
rectly benefiting from the extensions, 
and government. 


[I a public utility company is required 

to carry this onus, the return on its 
investment will be proportionately re- 
duced. In the final analysis the com- 
pany’s stockholders would receive a 
lower, if any, return on their invest- 
ment. Such a situation would tend to 
discourage the investment of private 
capital in public utility enterprises. At- 
traction of capital is one of the im- 
portant factors to be considered in esti- 
mating a return to be allowed public 
utilities. A reasonably high rate of 
return is conducive to the improvement 
and expansion of public utility service. 
By the same token, a high rate of re- 
turn would undoubtedly redound to the 
benefit of utility employees in that 
higher wages and better working con- 
ditions would result. The history of 
any successful business supports this 
statement, 

The above analysis has been based 
upon the premise that the duty to ex- 
tend public utility service into unprofit- 
able areas does exist. Decisions relat- 
ing to service obligations in unremu- 
nerative territories are fairly evenly 
split. For example, in the days of 
World War I the United States Su- 
preme Court held that corporations 
which devote their property to a public 
use may not pick and choose, serving 
only the portions of the territory cov- 
ered by their franchises which it is 
presently profitable for them to serve, 
and restricting the development of the 
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remaining portions by leaving their in- 
habitants in discomfort without the 
service which they alone can render.* 

At about that time the Pennsylvania 
commission decided that a public util- 
ity cannot select and serve only the 
profitable patrons, but should consider 
its obligation to serve the entire dis- 
trict described in its charter, and should 
so plan its affairs as to be able to do 
so within reasonable limits.’ 

In harmony with Mr. Wickard’s 
views on the subject, the Arkansas De- 
partment of Public Utilities has stated 
that rural electrification should be done 
on an area basis and should cover as 
much of an area as economically pos- 
sible, in order to prevent the selection 
of the best rural markets, leaving the 
less desirable markets unserved, and 
also in order to prevent unfair compe- 
tition between two or more parties at- 
tempting to serve the same area.* 


N the other hand, it was ruled in 

Connecticut that the commission 
cannot legally order a utility to extend 
its service where the revenue will 
probably not even pay all the operating 
expenses and overhead charges appor- 
tionable to the line and not afford any 
return on the cost of the extension to 
the utility.® A utility has no duty, as a 
general thing, to extend service regard- 
less of the relationship between invest- 
ment and the probable revenue, but may 
be required to make so much of the ex- 
tension at its own expense as will bear 
a reasonable relationship to the reve- 
nue, according to the Wisconsin com- 
mission.® That there are two schools of 
thought on this subject is also shown 
by a decision of the Michigan commis- 
sion to the effect that it cannot require 
extensions to be made where they will 
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result in confiscation of either the capi- 
tal or the revenues of the utility.” 

In passing upon the fairness of serv- 
ice extensions into unprofitable areas 
many commissions are prone to con- 
sider the return on the company’s en- 
tire system rather than on the specific 
extension as a separate unit. The Illi- 
nois regulatory body expressed the 
opinion that each and-every particular 
portion and detail of the system of a 
public utility is not necessarily required 
to be self-supporting, the requirement 
being rather that the system as a whole 
be so.* Similar rulings have been laid 
down by other public utility commis- 
sions.® 

The Pennsylvania commission, i. 
requiring a water company to make an 
extension which would not be self-sus- 
taining, said: “It is to be doubted 
whether the revenues obtained from 
the proposed extensions would be as 
meager as estimated by the company. 
But even if such should be the case, the 
company would hardly be justified in 
refusing to extend its service at the de- 
mand of practically the entire commun- 
ity, and under the circumstances which 
exist. It has been repeatedly pointed 
out that public utilities cannot take all 
the fat and leave the lean, and also that 
good business policy, as well as public 
interest, requires that a reasonable re- 


q 


gard be shown for the necessities and 
convenience of the public.’° In this 
case there would still have remained 
7.7 per cent earned upon the total fixed 
and working capital of the company. 


HE demand for service is another 

factor affecting the duty to fur- 
nish utility service in unprofitable 
areas. While many regulatory authori- 
ties concede that it is not always neces- 
sary that a particular extension shall 
be immediately remunerative or that 
there shall be no unprofitable exten- 
sions, they do not believe the companies 
are under an absolute duty to extend 
service regardless of circumstances or 
conditions. The reasonableness of the 
demand and the necessity for the serv- 
ice are generally considered in the light 
of the rights of existing customers as 
well as the interests of the utility in- 
volved. 1 For example, a water utility 
was not required to extend service for 
which there was a limited demand 
when the additional cost necessary to 
render this service was disproportion- 
ate to the revenue which would be re- 
ceived.” 

The Oklahoma Supreme Court said 
that it must be borne in mind that be- 
cause a utility had undertaken the pub- 
lic duty of supplying a municipality and 
its inhabitants as a whole with gas, it 
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“THE matter of public utility service extensions into unprof- 
itable areas presents many knotty problems. Immediately 
the question of any duty to serve these areas arises. Surely 


that duty cannot be made absolute. It depends upon various 
factors, some of which are prospective as well as immediate 
revenues, return to the public utility company as a whole, the 
existing demand for service, and the reasonableness of that 
demand. Each case should rest upon its own merits.” 
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does not necessarily follow that each 
inhabitant or the inhabitants of a par- 
ticular locality of the city may compel 
the service to them by the company 
through the extension of its system; 
their right to such service was held not 
to be an absolute and unqualified right, 
but a relative one. The fact that a com- 
pany had undertaken to serve an entire 
municipality, and that it would be of 
advantage to the petitioners to have 
lines extended to supply them, was not 
deemed to be sufficient to require or 
compel the extension. The court con- 
sidered the duty which the utility had 
undertaken to be of a public nature, and 
to meet a public necessity, that of sup- 
plying gas to the community. The 
obligation which it had assumed was 
not to supply each inhabitant of the 
municipality on demand as an absolute 
right on his part, but it had assumed 
only the public duty of furnishing gas 
where there was a reasonable demand 
for it and a reasonable extension of the 
service could be made to meet the de- 
mand. So it was felt that the right to 
require the service and the duty of fur- 
nishing should be determined from a 
consideration of the reasonableness of 
the demand, which must necessarily be 
determined from the facts in the par- 
ticular case under consideration.” 


rN was mentioned earlier, service 
extensions may be ordered even 
though not immediately profitable. 
There should be, however, a prospect 
of a compensatory return on the in- 
vestment in the reasonably near future. 
In order to justify the construction of 
a farm line extension, the Michigan 
commission ruled, there should be in 
sight a prospective use by customers 
wiio will use enough electrical energy 
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so that the utility may have a com- 
pensatory return upon the investment 
without an increase in rates over those 
paid by urban users.’* And this pros- 
pect of revenues need not be certain 
and absolute. That a lumber company 
of which prospective customers were 
employees might go out of business 
was held not to constitute sufficient 
basis for a denial of a service exten- 
sion."* 

The Pennsylvania commission re- 
fused to accept a policy adopted by a 
water utility of requiring an annual 
prospective gross revenue of 10 per 
cent on its investment before making 
new extensions of service as the mini- 
mum to be required in all cases, and ac- 
cordingly the company was directed to 
extend service in a growing commu- 
nity where the immediate prospective 
return amounted, according to the com- 
pany’s figures, to about half that 
amount. 

Gas mains should be extended into 
thinly settled territory, according to 
the Oklahoma commission, although a 
return of 9 per cent on the investment 
for interest and depreciation may be 
inadequate, where the extensions will 
induce the territory to grow and will 
be ultimately profitable."* It should be 
noted, however, that a public utility’s 
obligation to extend service is not de- 
termined entirely by a consideration of 
the prospective return from such ex- 
tension.” 


Si the ratepayers, the consumers, 
carry the burden of the cost of 
service extensions into unprofitable 
areas, ‘tis said. This means that the 
consumers in profitable areas would be 
required to pay proportionately higher 
than normal rates. It can be readily 
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Subsidization of Service Extensions 


& it Mca are those who believe that government—usually the Fed- 

eral government—should subsidize utility service extensions 

into unprofitable areas. In this event the question of financing the 

service would be one for legislative consideration. But it should be 

made clear that the burden of cost would probably be borne by the 
taxpayers.” 





seen that to hold that a public utility 
should, in all cases, extend its line, 
whenever requested to do so, to any 
part of the municipality, no matter how 
sparsely settled, would render it im- 
practicable and impossible for the util- 
ity to serve the rest of the community 
at a fair rate or even to exist. The cost 
of the unreasonable extension would 
add an unfair proportion to the cost of 
service in sections where the service 
would otherwise be profitable at a fair 
rate, the West Virginia commission 
decided." 

A water utility was not required to 
extend service on application by five 
prospective consumers when the cost of 
installing and operating the service 
asked for would have had to be largely 
absorbed by other patrons of the com- 
pany if the company was to receive any 
reasonable return on the money in- 
vested and required for service. 


Authorization of a service extension 
was denied by the California commis- 
sion in the interest of existing ratepay- 
ers. The commission refused to sub- 
scribe to any policy which would fur- 
ther an ambitious extension program 
to the detriment of existing or pros- 
pective consumers in the area already 
being served. At such time as showing 
could be made that the territory in 
question could be served, either wholly 
or in part, by this or by any other util- 
ity, without burden to the areas then 
served, the commission said that it 
would look with favor upon the neces- 
sary extension.”° 

That existing ratepayers should not 
be forced to carry this burden seems 
also to be the opinion of the Pennsyl- 
vania commission. Such a sentiment 
was evinced when that body held that 
the question as to what extent a public 
utility should operate its service with- 
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in its chartered territory could not be 
too narrowly segregated into the cost 
of the service to individual patrons or 
consumers. Utility operation should be 
viewed in its entirety and service ac- 
corded to all within the charter limits 
who desire it and to whom it could be 
furnished without placing an unreason- 
able burden upon other ratepayers more 
favorably located for receiving the 
service, it was said.”* 

A public utility cannot arbitrarily re- 
fuse to serve all of its chartered terri- 
tory or serve only such parts as it may 
voluntarily elect to serve, unless it ap- 
pears that service cannot be furnished 
except at a loss which will necessarily 
increase rates of other ratepayers and 
impose upon them an undue burden, or 
will so deplete revenues as to impair 
service, according to the same commis- 
sion.” 


HE cost of service extensions into 

unprofitable areas should, some 
believe, be borne by those directly 
benefiting from the service. This could 
be done by requiring the prospective 
customers to make contributions in aid 
of construction, or by requiring them 
to guarantee an annual payment to the 
utility for service of an amount suffi- 
cient to cover the construction costs 
over a period of years.” 

In this connection it has been held 
that the extension might be required if 
private consumers in sufficient number 
and amount should apply for the exten- 
sion and aid in financing construction 
and operating costs so that the exten- 
sion could be put in without being an 
additional burden upon the present 
consumers of the company’s gas.** A 
gas company having a monopoly with- 
in a city and a franchise to extend over 
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all the streets therein must expect to 
make some extensions not in them- 
selves entirely remunerative but, it was 
held in this instance, that; the 
small percentage of revenue to be ob- 
tained would hardly justify the exten- 
sion without an additional guaranty 
from the consumers. 

In this case the commission believed 
that it would be fair to both the con- 
sumer and company if the former was 
required to pay his portion of the oper- 
ating expenses and an allowance for 
interest and depreciation upon the in- 
vestment required to make the local ex- 
tension, leaving any proportionate cost 
of the production and transmission, 
fixed charges of interest and deprecia- 
tion upon the general system, to be 
cared for by the connection of consum- 
ers upon the present mains, and the 
future consumers connected upon the 
proposed mains of the company.*® 

A rule of a water utility requiring 
the entire cost of service extensions to 
be paid by petitioning consumers prior 
to such extensions, with a provision 
for refunding to such consumers 
money so advanced at a specified rate 
for each new consumer subsequently 
connected to the extension, was held 
by the Missouri Supreme Court not to 
be unreasonable.” 

The Connecticut commission re- 
quired prospective consumers in an 
isolated community to agree to aid a 
gas utility in the extension of service, 
before ordering such service, where 
the installation of facilities would 
otherwise be unduly burdensome upon 
the utility.’ 


HERE are those who believe that 
government—usually the Federal 
government—should subsidize utility 
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service. extensions into unprofitable 
areas. In this event the question of 
financing the service would be one for 
legislative consideration. But it should 
be made clear that the burden of cost 
would probably be borne by the tax- 
payers. 

Solution of the problems relating to 
public utility service extensions into 
unprofitable areas is not easy. This has 
been written to show the attitude of 


some of the regulatory bodies towards 
the subject and to enumerate some of 
the factors considered, as well as the 
classes of people who might bear the 
burden of financing the extensions. It 
is a subject worthy of much thought 
and is being considered by leaders of 
the utility industry as well as by gov- 
ernment officials. It will, no doubt, be 
worked out so as to achieve the great- 
est good for the greatest number. 
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I .. 1 apologize to the people of North Dakota for the lack of interest 
shown in them by those who they thought were representing them here 
in Washington, but an apology is a small recompense to those poor house- 
wives who have had to slave by the light of a kerosene lamp and break 
their backs over washboards and churns, and the husbands who had to 
pump their water and do hard chores because of the fact they could not 
get electric power.” 


—WILLIAM LANGER, 


U. S. Senator from North Dakota. 
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Wire and Wireless 
Communication 


N° further progress was made or was 
probably expected in the recent 
session of Congress regarding the Hill 
Bill (S 2213) to set up a Rural Tele- 
phone Administration. This bill, which 
would have established a new agency to 
make loans up to $100,000,000 to local 
telephone companies and rural co-ops and 
public agencies to finance extension of 
phones to farmers was referred to the 
Senate Committee on Agriculture and 
Forestry. It was expected, however, that 
the bill would be reintroduced in the new 
session of Congress and some progress 
made thereon. 

There was also the possibility that some 
objections to the bill might come from 
Bell and independent telephone com- 
panies, the National Association of Rail- 
road and Utilities Commissioners, and 
the Rural Electrification Administration. 
The telephone companies were believed 
to be critical of provisions of the bill 
which would contain preference for 
loans to be made to public agencies and 
nonprofit codperatives along lines parallel 
with REA operations. So far public own- 
ership activity in the telephone industry 
has been restricted to a couple of very 
small municipal operations in the Dako- 
tas. 

Private industry is said to believe that 
a policy of fostering the introduction 
and promotion of public ownership at the 
expense of private enterprise is unneces- 
sary for the fullest extension of rural 
phone service to the farmers. The 
NARUC is understood to be studying 
certain provisions of the bill which 
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would give the proposed RTA authority 
to intervene in local telephone rate pro- 
ceedings and service proceedings, and 
perhaps fix farm service rates as a con- 
dition to making loans for rural teleph- 
ony. The NARUC may seek a clarifi- 
cation, if not a modification, of these fea- 
tures. 


EA officials are understood to be 

studying the need for establishing a 
new lending agency in the field of pro- 
moting the extension of utility service to 
the farmers. Senator Thomas (Democrat 
of Oklahoma), chairman of the Senate 
Agriculture and Forestry Committee, 
stated that further plans to hold hearings 
on the Hill Bill or similar legislation 
would have to wait for the next session 
of Congress. But it was believed that 
Senator Shipstead (Republican of Min- 
nesota), ranking Republican member of 
the committee, will insist that certain 
controversial phases of the REA opera- 
tion concerning the recent resignation of 
Administrator Slattery and the appoint- 
ment of his successor should be explored 
and settled satisfactorily before taking 
up any new legislation along this line. 
Shipstead is critical of conditions with- 
in REA which he claims led to Slat- 
tery’s resignation. 


* * * * 


HE wordiest investigation on Capi- 
tol Hill was scheduled to wind up 
December 16th after twenty months of 
almost daily hearings. It was the inquiry 
started by Representative Cox, Demo- 
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crat of Georgia, in March, 1943, into 
the activities of the Federal Communica- 
tions Commission. Criticism of Chair- 
man James Lawrence Fly, since resigned, 
prompted it. 

The probe soon became a free-for-all. 
Mr. Cox, a target himself after a while, 
resigned as chairman and Representa- 
tive Lea, Democrat of California, took 
over, but the atmosphere remained the 
same. 

Still producing dynamite at the end, 
the committee heard Thomas G. Corco- 
ran, early New Deal brain truster, and 
David K. Niles, an administrative as- 
sistant of President Roosevelt, on De- 
cember 14th. Both denied charges that 
they had any connection with the sale 
of radio station WMCA, New York, by 
Donald Flamm to Edward Noble for 
$850,000 in 1940. The complaints were 
that they used administration pressure 
to bring about the sale. Mr. Flamm said 
that he was coerced into it. Mr. Corco- 
ran said he was in Mexico when it hap- 
pened. Mr. Corcoran said that when he 
returned he was surprised to learn that 


Mr. Noble had paid $850,000 for the sta- 


tion. “That is three and a half times the 
value of its physical assets and thirty 
times the station’s earnings,” he stated. 

Mr. Noble himself was summoned to 
wind up the questioning in a closed ses- 
sion. 


LowN back from France to tell what 

he knows about the sale of station 
WMCA, Colonel Telford Taylor ap- 
peared recently before the House inves- 
tigating committee. Taylor, a military 
intelligence officer, was general counsel 
of the FCC when WMCA was sold to 
Edward J. Noble, former Under Secre- 
tary of Commerce. 

The committee did not disclose his tes- 
timony, having voted the previous day 
to conduct future hearings behind 
closed doors. 

Philip Handleman, attorney for 
Flamm, who was led from the commit- 
tee room by a policeman after protest- 
ing the decision to hold closed hearings, 
addressed a further protest to Chairman 
Lea. Handleman said “it is now appar- 


ent to any clear-thinking persons . 
an attempt was being made to obtain a 
blueprint of the plaintiff’s evidence in 
the case of Flamm wv. Noble.” Flamm, 
who charges he sold the station under 
pressure, has a suit against Noble pend- 
ing in the New York Supreme Court. 
Also from New York, Noble issued a 
formal statement which said: 

I have never blocked or tried to block any 
public hearings. All that I and my coun- 
sel have done is to protest publicly the use 
of the House committee’s facilities to try 
a private lawsuit. I desire all pertinent 
facts, relating to the public interest, be dis- 
closed to the public at the proper time. 


* * * 


| ages romaine that preference in 

obtaining telephone service be 
given to discharged war veterans who 
need telephone service for business en- 
terprises that they substantially own and 
operate, and to widows of veterans who 
are living alone except for small children 
not more than ten years old, was made 
by the telephone operations industry ad- 
visory committee at its meeting last 
month. WPB Order U-2 was accord- 
ingly amended. 

The committee reported that telephone 
facilities on the West coast are adequate 
to take care of essential requirements 
even with the heavy influx of military 
personnel and civilian population to Cali- 
fornia, Washington, and Oregon result- 
ing from the heightened tempo of the Pa- 
cific war. WPB officials said, however, 
that the program for the construction 
of new telephone facilities planned for 
completion next summer will be neces- 
sary to keep pace with increased require- 
ments. 

a a a 


HE War Labor Board on December 
10th moved to give independent 
unions a greater voice in WLB machin- 
ery. It announced the appointment of 
six independent union leaders, including 
two telephone union spokesmen, to key 
board review committees. 
The committees make recommenda- 
tions on whether WLB should consider 
regional board decisions and also whether 
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to reconsider decisions WLB itself 
hands down. 

Telephone workers in Ohio were re- 
ported to be presenting to a special WLB 
panel their complaints against special 
living cost allowances given to temporary 
phone operators, transferred from out 
of town, a grievance blamed as the di-- 
rect cause of the recent Dayton tele- 
phone strike, which spread over the state 
and to Washington and Detroit. 

The panel’s findings were expected 
finally to come to WLB in Washington 
on appeal, as a test case for the trans- 
feree operator bonus question. 

Independent telephone union men 
named to the WLB’s review committees 
are J. J. Moran, New York, president of 
the Federation of Long Lines Telephone 
Workers, and William Dunn, Cincinnati, 
president of the Cincinnati Federation 
of Telephone Workers. 


* * * Xx 


ESTIMONY in the Michigan Bell 

Telephone Company rate case was 
scheduled to resume December 18th in 
an effort to complete the proceedings be- 
fore the end of the year, the Michigan 
Public Service Commission decided early 
last month. 

“We expect that the company will 
have completed its separation of revenues 
received from interstate and intrastate 
business,” Chairman Gilbert T. Shilson 
said. 

Before the rate case was initiated, on 
a commission order to show cause why 
its rates should not be reduced, the com- 
pany filed a report estimating it will pay 
$4,402,000 in Federal excess profits 
taxes this year. It forecast gross income 
for the year of $72,000,000 and computed 
its operating expenses at $48,583,000. 

Detroit city officials were said to be 
hoping for a rate cut before 1944 ended. 
They construed present laws as making 
it mandatory to cut revenues within a 
calendar year, if the company is to avoid 
its liability for the Federal tax. 

Fifty thousand customers of the Mich- 
igan Associated Telephone Company 
would receive no December bills for lo- 
cal service. The Michigan commission, 
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acting to avert Federal excess profits 
taxes, ordered the company te eliminate 
all bills except for toll calls for December, 
and H. R. Christenson, vice president 
and general manager, said at Muskegon 
that the company would comply. 

Commission Chairman Shilson said 
the order would reduce revenues by 
$115,000. The company operates ex- 
changes in Muskegon and a number of 
other communities, principally in west- 
ern and southwestern counties. 
genes discontinuance of the Fed- 

eral Communications Commission’s 
fortnightly surveys of eastern and south- 
ern European news was described by the 
FCC recently as a necessary economy 
measure. 

Senator Gillette (Democrat of Iowa) 
decried in a Senate speech last month 
what he called a lack of information 
among the American people on our rela- 
tions with other allied nations. He men- 
tioned in this connection the dropping 
of the FCC’s foreign broadcast surveys. 

A spokesman for the commission 
stated recently that the action was part of 
a curtailment necessitated by a 25 per 
cent budget cut. Daily flow of news, he 
said, is not being reduced. 

* 
ees Senate last month acted to curb 
the power of James C. Petrillo, 
president of the American Federation of 
Musicians, and the only man in the coun- 
try to defy successfully the War Labor 
Board and President Roosevelt. 

The Senate passed and sent to the 
House a bill to bar interference with cul- 
tural or educational radio broadcasts. 
The measure, sponsored by Senator Ar- 
thur H. Vandenberg, Republican of 
Michigan, is aimed at preventing inci- 
dents such as that which occurred last 
summer when the AFM stopped a broad- 
cast by a children’s orchestra. 

The bill makes it unlawful to conspire 
to stop such a broadcast or to interfere 
with preparations for it, providing it is 
carried free of charge as an educational 
service. 


* * * 


* * * 
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Petrillo recently won a victory over the 
National’ Broadcasting Company and 
RCA-Victor when the companies ac- 
eded to his demand that royalties from 
recordings be paid directly to the union 
treasury. He ignored a War Labor 
Board directive and a presidential plea 
hat he terminate a work stoppage called 
in connection with the dispute. 


* * * * 


HE Ohio Associated Telephone 

Company of Marion, contending 
hat its revenue under present rates was 
inadequate and would become more so, 
sked the state utilities commission last 
month for authority to increase rates in 
42 communities. The requested increases 
range from 25 cents a month to $1.50. 

The commission assigned the request 
0 its engineers for investigation. 

The proposed increases in Marion 
were: business, independent, $5.50 to 
$6.50; 2-party, $4 to $5.50; rural, 
83 to $3.59; residential, independent, 


* * * X 


AUTIONING against the “overenthu- 
siastic forecasts by some indus- 
ry spokesmen” on public postwar buy- 
ng of television receiving sets, Lewis 
Allen Weiss, executive vice president of 
he Don Lee Broadcasting System, told 
p thousand delegates to the first annual 
onference of the Television Broadcast- 
prs’ Association last month in New York 
hat “sets will face brisk competition in 
he consumer market against new model 
efrigerators and indoor plumbing.” 
Mr. Weiss, who is also vice president 
bf the association, spoke at a luncheon 
eeting in the Hotel Commodore. Pre- 
iously, at the opening session of the con- 
erence, several speakers had predicted 
idespread sale of television models im- 
ediately after the war. 
Mr. Weiss criticized “research experts 
ho glibly declare that six out of ten 
persons are waiting to buy sets.” He said 
buch a formula could not be applied to the 
intire country. He continued: 


To support a television station a metro- 
politan area of not less than 500,000 persons 
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is necessary. I believe that only 10 per cent 
of the population will be in a position to 
buy television sets in the immediate future. 
The remainder will not, either because of 
their inability to pay the price or the diffi- 
culty in obtaining satisfactory reception. 
The delegates, including producers of 
television entertainment, operators of 
television stations, and manufacturers of 
equipment, were told that a “good” set 
would cost the average home owner at 
least $350. 


OHN F. Royat, a vice president of the 
National Broadcasting Company, in 
charge of television, recommended the 
adoption of a code to guarantee the codp- 
eration of all televisers in “presenting 
clean programs.” 

Dr. Walter R. G. Baker, vice president 
of the General Electric Company and 
chairman of the Radio Technical Plan- 
ning Board, predicted that five years 
after the war there would be at least 
100 active master television stations in 
the country serving areas with 67,000,- 
000 persons. He declared that “televi- 
sion’s potential for postwar employment 
and advancement of the United States is 
too great to be held up by those seeking 
perfection. Our fighting men will need 
jobs when they return, so, working with- 
in the limitation imposed by wartime re- 
strictions, television should be allowed 
to progress to an early introduction when 
these restrictions are lifted.” 

E. W. Engstrom, director of research 
at the RCA Laboratories in Princeton, 
New Jersey, reported that “the analy- 
sis of television broadcasting problems 
strongly supports the need for joining 
stations together in regional and na- 
tional networks.” 

Other speakers were Harold S. Os- 
borne, chief engineer of the American 
Telephone and Telegraph Company; 
Robert L. Hutchinson, in charge of pro- 
duction for the RKO Television Corpo- 
ration ; and Dr. Allen B. DuMont, presi- 
dent of the association. 

Awards for achievement in the indus- 
try were made at a dinner on December 
llth. Dr. Vladimir K. Zworykin, of the 
RCA Laboratories, received the top en- 
gineering prize. 
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North American Company 


(Series of holding company reviews.) 


i asa AMERICAN CoMPANY is one 
of the oldest holding companies, 
having been incorporated in 1890. It is 
also one of the largest, with consolidated 
system assets of $875,000,000. The com- 
pany has three principal subsidiaries— 
Cleveland Electric Illuminating, Wis- 
consin Electric Power, and Union Elec- 
tric of Missouri. (There are small mi- 
nority interests in the first two compa- 
nies. ) 

These three companies (with their 
subsidiaries) are roughly equal in size, 
revenues averaging about $45,000,000 a 
year. 

North American Company also con- 
trols the holding company system of 
North American Light & Power, through 
control of 83.49 per cent of the voting 
power, and has an important minority 
investment in Washington Railway & 
Electric (34.55 per cent). It also holds 
1,566,657 shares of Pacific Gas and Elec- 
tric Company common stock. 

North American Light & Power has 
been ordered dissolved by the SEC and 
it seems probable that its holdings in 
subsidiaries—Kansas Power & Light, 
Missouri Power & Light, Illinois Trac- 
tion, and Northern Natural Gas—may be 
sold in the open market. 

North American Company’s income 
in 1943 was received: 77 per cent in divi- 
dends from subsidiary and affiliated 
companies, 22 per cent from other divi- 
dends, and 1 per cent from interest. The 
system capitalization as of December 1, 
1943, was as shown in the following 
table: 
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and 
Comment 


By OWEN ELY 


Amount 
(Miil.) 
Subsidiaries 
Funded debt 
Preferred stocks 
Minority interests 
Parent company 
Bank loan 
Preferred stocks 
Common stock equity .. 


HIS conservative setup has been re- 

flected in steady earnings and divi- 
dends for parent company stockholders. 
The preferred stocks enjoy a high mar-##' 
ket rating and the common stock has 
paid dividends (in cash or securities) 
since 1909. In recent years the company 
has followed a policy of conserving cash 
by paying common dividends in stocks 
of subsidiary or affiliated companies, in-#F 
cluding Washington Railway & Electric, 
Detroit Edison, and Pacific Gas andj 
Electric. The SEC had ruled that Detroit] 
Edison and Pacific Gas and Electric 
were subsidiaries, but holdings of the 
former have been practically eliminatedjis 
by distributions to stockholders. Pacific 
Gas has appealed to the U. S. Supreme 
Court the commission’s ruling that it is 
a subsidiary. 

Future dissolution of North American 
Light & Power may yield a substantial 
amount of cash to North American Com- 
pany, which could be employed to reduce 
the bank loan. However, it is difficult to 
make any estimates of North American’s 
interest because of several complicated 
issues which have arisen. North Ameri- 
can owns $6,087,439 debenture 54s of 
1956, including interest accrued since 
July 1, 1942 (the SEC prohibited 
payments after that date), 84,925 shares 
of preferred stock (44 per cent of the 
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butstanding amount), and 85 per cent of 


In the first place, there are ques- 
ions of subordination involved, together 
with the fact that some of the securities 

ere purchased at relatively low prices. 
Secondly, the liquidating value of North 
American Light & Power might be de- 
reased by the current litigation of that 
ompany’s subsidiary, Illinois Power, 
hich has brought a damage claim 
pgainst its parent for some $20,000,000 
and accrued interest. 

On November 20th Illinois Power 
ompany filed a plan with the SEC for 
iquidation of North American Light & 
Power. The principal feature of this 
plan was the proposal that all rights of 


divi@North American Company should be 


ompletely subordinated to the claims of 
.@llinois Power and to the rights of pub- 
ic security holders. Light & Power 

ould surrender to Illinois Power for 
ancellation certain security holdings in 
llinois Power, including 203,223 shares 
bf common stock. Illinois Power would 
plso receive various security holdings of 
he parent company other than those as- 
pigned to publicly held securities of Light 
& Power. 

On December 4, 1944, North Ameri- 
an Company asked the SEC not to con- 
sider these proposals, since submission 
of a plan for a parent company by a sub- 


Years Millions 


sidiary does not conform to § 11 proce- 
dure, and because of doubt whether the 
SEC has jurisdiction over the damage 
claims. 


[eo AMERICAN COMPANY pre- 
sented its system integration plan 
to the SEC on August 4, 1943. Brief 
hearings were held by the commission 
but so far as the record indicates, no ac- 
tion has been taken as yet. The plan pro- 
vided for setting up four regional hold- 
ing companies to hold the common stocks 
of Union Electric, Cleveland Electric, 
Wisconsin Electric Power, and Wash- 
ington Railway & Electric, respectively. 
(Pacific Gas and Electric would be split 
between the last two companies.) A fifth 
or “liquidating company” would be set 
up to hold North American Light & 
Power and various miscellaneous items, 
this company’s stock to be held jointly by 
the four regional companies. Common 
stockholders would be permitted during 
a 60-day period to obtain their share of 
the underlying stocks of subsidiaries by 
paying in an amount of cash necessary 
to retire a pro rata amount of senior 
securities, and the cash would be used to 
retire such securities. 

North American common is currently 
selling at 194 ; and, based on the indicated 
annual dividend rate of 4/100 share of 
Pacific Gas and Electric and the present 
price of that stock (35), the yield is 
about 7.2 per cent. Based on current 
market levels, liquidating value is esti- 
mated around $27 a share. 


e 


Common Stock Data 





Ended Gross Net 


Rev. Income 


*Paid in stock of underlying holdings. 
+Plus stock. 
**Paid in common stock. 


Consol. 
Earns. 


Parent Divs. 

Earns. Paid Price Range 

* 183- 93 

* 113- 64 

* 178- 94 

$1.20 234-148 

71.20 268-188 

1.20 268-132 

1.60 343-148 

1.50 354-238 

** 434-133 

*% 1863-664 
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Will 3% Per Cent Bonds Be 
Refunded? 


T was only three or four months ago 
that some of the larger utility com- 
panies began to plan the refunding of 
better grade 34 per cent bond issues. Sev- 
eral of these refundings have already 
been completed, with a number of others 
scheduled for action early in 1945. Re- 
cently, the first suggestion was made by 
one of the largest underwriting houses 
that a $16,000,000 34 per cent issue, rated 
A by Moody, might be refunded; it is 
understood that the utility company, 
Public Service of Oklahoma, has not yet 
decided whether to follow the suggestion. 
Should this attempt prove successful, 
it will of course greatly enlarge the possi- 
bilities for 1945 refunding operations, 
since there is a huge amount of 34 and 
34 per cent issues outstanding. One diffi- 
culty is that some of the 34s have a fairly 
high call price. For example, Public 
Service Electric & Gas 34s are callable 
at 108, Consolidated Gas (Baltimore) 
34s at 107, Potomac Electric Power 34s 
at 115.1, New York Edison 34s at 106, 
etc. However, high premiums may not 
prove much of an obstacle for companies 
with excess profits taxes, since they can 
offset 854 per cent of the premium with 
nonrecurring tax savings. 

It seems likely that some important 
1945 bond issues will bear coupon rates 
of 23 and 23. Second-rate issues (Moody 
ratings of Baa and A) have recently been 
appearing with 34 per cent coupons. At 
present there are only a few utility issues 
bearing rates lower than 3 per cent— 
Boston Edison, Philadelphia Electric, 
and Consolidated Gas of Baltimore have 
issued 2? per cent bonds. 

Yields on highest-grade corporate 
bonds compare with taxable long-term 
governments about as follows (Stand- 
ard & Poor’s averages) : 


Railroads 
Utilities 
Industrials 
Governments 


High-grade utility issues have had a yield 
range in 1944 of 2.61-2.67 per cent. 
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Long Island Lighting Company 
Recap Plan Enjoined by SEC 


onG IsLanD LIGHTING CoMPANY last 
April obtained the required ma- 
jority votes by preferred and common 
stockholders for its proposed recapital- 
ization plan, which was submitted to the 
New York Public Service Commission, 
Hearings were held in May and the plan 
was recently approved by the commis- 
sion (by a 3-to-2 vote, it is understood), 
The plan provides for a reduction in the 
par value of the 7 per cent and 6 per cent 
preferred stocks from $100 to $60 per 
share by overstamping. This reduces the 
dividend rates to $4.20 and $3.60, respec- 
tively, but the arrearages (about $47.25 
on the 7 per cent and $40.50 on the 6 per 
cent) are not affected. In addition, hold- 
ers of each share of preferred stock re- 
ceive new common stock on a one-for- 
one basis. 

Common stockholders receive one 
share of new common stock (no par, $5 
stated value) for each 12 shares of old 
common held. Thus the present 3,000,000 
shares will be reduced to 250,000, tom 
which will be added the 253,800 shares 
to be given preferred stockholders, mak- 
ing a total of 503,800. Trading in the new 
stocks is being initiated on the Curb Ex-@ 
stocks was initiated on the Curb Ex- 
change, but was almost immediately sus-[iP 
pended due to a court order obtained by 
the SEC which may claim jurisdiction 
over the company, 

For the twelve months ended Sep- 
tember 30, 1944, the company reported 
net income of $2,118,602, from which 
$1,049,594 was deducted as “income ap- 
propriations” and $1,069,008 remained 
as balance to surplus. Income appropria- 
tions were not detailed in this interim 
statement, but in the 1943 annual report 
$615,000 was reserved for a sinking fund 
and $300,000 for discharge of unsecured 
notes, by order of the public service com- 
mission. Presumably the current items 
are similar. The September statement in- 
dicated earnings of about $8.30 a share on 
the preferred stocks before the special 
deductions, and $4.21 after charges. The 
company is currently charging 21 pet 
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Development of Domestic Electric Service 


in the United States 


the Dates When Each Major Electric Appliance Came Into General Use 
3 


HIS CHART shows the growth - 
& in the use of electricity in the home, 
rom the beginning of electric service to 
he present day, and the part played in 
his development by the various electrical 
ppliances. 

Up to 1914, *the history of domestic 
ervice was largely one of lighting, con- 
ned to the urban population. Since 
hen, one major current-consuming ap- 
liance after another has come into use 
nd service has now been extended to 
very community in the country and to 
alf of all farms. With the exception 
f the war year 1918, when restrictions 
vere placed on the use of current, the 
verage cost to the consumer, per kwhr 
sed, has shown an unbroken decline. 
This has been the result not only of 
eductions in rates, but also of the char- 
cter of the rate structures as well, 
yhereby increased use automatically 
rings lower unit costs to the consumer. 
The consumer’s annual bill, which 
pparently was almost $40 in the 90’s 
then electric lighting was largely a 
ixury of the well-to-do, declined to $20 
er year during World War I and has 
ow risen again to $40. 

The totals on this chart include not 
ly what is known as “residential” ser- 
ce, but also that part of “rural” service 
at can be allocated to household use. 
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cent of revenues for maintenance and de- 
preciation, which compares with the 
usual indenture requirement of 15 per 
cent. However, the ratio is partly ex- 
plained by the high maintenance cost re- 
sulting from the September hurricane. 
Maintenance this year shows an increase 
of 66 per cent over last year, when de- 
preciation and maintenance aggregated 


18.8 per cent of gross. 
ie plant is carried in the con- 
solidated balance sheet at $128,- 
630,325, and original cost was stated to 
be $116,064,211. Depreciation reserve as 
of December 31, 1943, was $18,685,161 
which was approximately 14.6 per cent 
of plant as stated, and 16.1 per cent of 
original cost. (The parent company’s re- 
serve was 15 per cent of original cost.) 
The company has agreed to increase de- 
preciation reserve by $6,000,000 (out of 
the $10,645,715 increase in surplus re- 
sulting from the recapitalization). This 
would increase the ratio of parent com- 
pany reserve to plant account to 234 per 
cent. 
If no allowance should be made in the 
September earnings for special income 
appropriations and preferred arrears, the 


balance after the new preferred dividend 
requirements would be approximately 
$2.32 a share on the new common stock. 
However, after deduction of the income 
appropriations the balance for common 
would be only 22 cents a share. 


5 
Holding Company Stocks 


Advance on Integration 
Prospects 


—— our table of holding company 
stocks last appeared (August 3], 
1944, issue, page 308) those stocks hav- 
ing liquidating prospects have advanced 
while the others show comparatively lit- 
tle change. Thus, American Power & 
Light preferred and Commonwealth 8 
Southern preferred have each gained 10 
points. Illinois Power common has ad 
vanced from 9 to 16, and United Light & 
Railways when issued is up 2. On th 
other hand, old-line stocks such as Amer 
ican Gas & Electric, Federal Light & 
Traction, North American, Philadelphig 
Company, and Public Service of Ne 
Jersey show little change. The jump it 
the quotation of United Gas Improve 
ment from 1} to 134 is due to the 1-for 
10 exchange of stock. 


e 


ELECTRIC-GAS HOLDING COMPANY STOCKS 


Where Price 


Traded About 12 Mos. Amount Ratio 


Share Earnings Earns. Indicated 


Price- 
Yield 


Div. Rate  <Aodout 





Cc 
S 


Ss 
> 
> 
S 


PN rege Sos goo: | a en 
Amer. Pr. & Lt. $6 pfd. ........ 
Amer. Water Works 
Commonwealth & So. pfd. .... 
Engineers Pub. Service 

a oc a Ba) ag | 
TUNIS OWE GO, oi:sicewccoess 
Middle West Corp. ...........+ 
Nat. Power & Light 

Niagara Hudson Power 

North American Co. .......... 
ORME COEDS sc senieinceenseeess 
Philadelphia Company ......... 
Pup, service OF Ni J. 656.500 
United Gas-UNpr. . 250s. sec. 57 24 
United L. & R. new w.i. common 1.45(a) 10 


S—Stock Exchange. C—Curb. O—Over counter. (a) Asamuiag dissolution plan of Unitet 
Light & Power is consummated (appealed to Supreme Court). (b) Company in process 0 
liquidation. # Another payment of $1.25 was declared November 28th subject to SEC approval 
payment to be made twenty-eight days after date of order. + Of which $2 is a capital distributic 
subject to SEC approval. 
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Sept. 
Sept. 
Sept. 
Oct. 

Oct. 

Sept. 
Sept. 
Sept. 
Sept. 
Sept. 
Sept. 
Dec. 

Sept. 
Sept. 
Sept. 
Sept. 


$1.80 6.0% 
4.0 
10.6 
46 


3.75# 
1.75 
2.50+ 


* 7.2 20 -16 
.75(b) 17.2(b) 4% 3 
55 50 12-9 


18 -13 
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What Others Think 


Should Utilities Be Placed under 
National Mediation Board? 


HE recent strike of Ohio Telephone 

long-distance workers has raised the 
question of whether President Roosevelt, 
who reportedly has on his desk a plan 
to reorganize the labor agencies of the 
government, might not try to work out 
some solution to the serious problem of 
strikes in public utility industries with 
their especially disturbing effect upon the 
public at large, 

The daily newspaper columnist, David 
Lawrence, in late November made an 
interesting suggestion which a number 
of newspapers and interested parties 
throughout the United States have noted 
with approval. In brief, Lawrence sug- 
gested that Congress should place work- 
ers on telephone, telegraph, and other 


communications systems along with pub- 
lic utilities (presumably gas, electric, 
water, and local transit) and common 


carriers under the jurisdiction of 
the National Mediation Board. Under 
the Railway Labor Act this board now 
handles labor disputes on railroads and 
air lines. Mr. Lawrence stated: 


Interruption of service to the public on 
telephone or telegraph systems or on electric 
light and power lines is of such great danger 
to the public safety and of such peril in time 
of war or peace, that a limitation on the 
right to strike such as has been imposed upon 
the railroads would seem logical. 

The Railway Labor Act has been working 
satisfactorily ever since it was passed in the 
twenties by a Republican Congress and 
signed by a Republican President and sup- 
ported by the Democrats. It has been hailed 
by both management and labor as perhaps 
the most satisfactory labor statute ever 
passed. It does not prohibit the right to 
strike, but requires that a certain procedure 
must be definitely accepted by either or both 
sides in a dispute before the right to strike 
can be exercised. 

Under this law, no railroad strike of major 
importance has ever happened. The closest 
thing to a strike came last December. 
Though a strike vote had been taken, the 
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problem was adjusted satisfactorily by a 
special procedure, Even in this case, both 


referred to the War Labor Board and gotten 
tangled up with the Office of Economi¢ 
Stabilization, the dispute would have been 
settled satisfactorily without the final threaj 
of a strike. 

If any subversive influence wanted to sab’ 
otage America’s war effort, a tie-up of tele 
phone and telegraph lines and communica‘ 
tions systems would be one of the first places 
in which such an attempt would be made 


pete and antagonizing labor groups into 
strike action. 


AWRENCE goes on to state that one of 
the principal reasons why railroad 
and labor unions have had no majo 
strike is that railway labor is responsible 
and experienced. He compares this back 
ground with the Federation of Telephoné 
Workers, which he calls a “new unio 
with relatively little experience.” Mr. 
Lawrence stated: 


One of the problems of the moment is tha 
the War Labor Board does not have as muc 
prestige or authority as the public believes 
The fact that three members of the WL 
recently offered their resignations and thaj 
the word is going out that the WLB’s func; 
tions will be changed soon have all serve 
to undermine its moral force with the publi 
and eseeceey with the disputants in th 
realm of labor. 

Prompt action is needed in order to pre 
vent other labor unions from trying the strik 


the WLB or by employers. 

work stoppage of all kinds are prohibited b 
the Railway Labor Act unless the machinery 
of the law is used. This is one of the phase! 


to avoid an apparent violation of the “n 
strike” pledge given by labor, there are som! 
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labor unions resorting to the evasive device 
of calling “continuous meetings” of labor 
union members. This was done in the local 
telephone controversy several months ago 
and has the same effect of threatening an 
interruption of service as a strike. 


The columnist concludes that Congress 


should not wait until some labor catas- 
trophe happens such as might well occur 
if telephone service in such important 
cities as Washington or war production 
centers is curtailed due to labor union 
difficulties. 





Expert Decries Inadequate Home Wiring 


deco in about 95 per cent of the 
nation’s 32,000,000 electrically 
served homes is considered inadequate to 
utilize fully postwar household appliance 
developments, A. C. Streamer, president 
of the National Electrical Manufacturers 
Association, reported recently. 

Before householders begin to dream of 
acquiring the array of new, labor-saving 
devices scheduled after the war, they had 
better look to the wiring of their homes 
to see if it is fit to carry the load, Mr. 
Streamer cautioned. On the average, it 
will cost about $51 to wire a home prop- 
erly for use of electrical appliances, he 
said. 

The newly elected president of the 
NEMA and vice president of the West- 
inghouse Electric & Manufacturing Com- 
pany reported that the association, in 
codperation with the National Electrical 
Contractors Association, National Elec- 
tric Wholesalers Association, and Edison 
Electric Institute, is renewing a campaign 
to achieve adequate wiring. 

Before extensive production and con- 
sumption of consumer appliances can be 
realized, homes must be physically 
equipped to utilize them, he pointed out. 


Applications of wartime electrical de- 
velopments to homes, commerce, and in- 
dustry will recover much of the produc- 
tion drop -when the war ends, Mr. 
Streamer said. 

Westinghouse expects to operate its 
appliance plants at Mansfield, Ohio, and 
Springfield, Massachusetts, at 100 per 
cent of capacity in the immediate post- 
war period, producing goods to fill the 
great consumer demand built up since 
the war began, he said. Other Westing- 
house plants may continue at fairly high 
levels of activity, depending upon de- 
mand and circumstances that cannot be 
gauged at the present time, Mr. 
Streamer added. 


HE electrical industry is expected to 

have many new members after the 
war as outside manufacturers and war 
industries attempt to take advantage of 
vast appliance markets, Mr. Streamer 
continued. 

Mr. Streamer was appointed general 
manager of the east Pittsburgh division 
of Westinghouse Electric in 1939, and 
two years ago was elected a vice presi- 
dent. 





Rural Power Meeting in Alabama 


8 ge that between 15,000 and 
18,000 miles of power lines will be 
erected in Alabama as soon as materials 


are available, President-elect Gordon 
Persons of the Alabama Public Service 
Commission recently told a postwar 
tural electrification conference, held at 
the Jefferson Davis hotel in Montgom- 
ery, Alabama, how “as many isolated 


farm homes as is humanly possible” will 
have electricity after the war. 

Power officials from throughout the 
state and nation were present when Per- 
sons told how, in codperation with the 
program contemplated by the Rural Elec- 
trification Administration, private utili- 
ties, and some of the municipalities which 
own their own systems, the public service 
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commission hopes to light and furnish 
power for thousands of homes that here- 
tofore have been denied these services. 

Thomas W. Martin, president of the 
Alabama Power Company, said that his 
firm alone plans to set up 5,000 miles of 
electric lines, costing more than $6,000,- 
000 when materials are available. Mr. 
Martin said that this constitutes part of a 
program to provide power to 25,000 ad- 
ditional rural people in 55 counties. 

Dr. E. B. Norton, superintendent of 
state schools, voiced his approval of the 
programs outlined, saying that “the com- 
ing of electricity to the schools presents 
a challenge which will revolutionize 
teaching out in the country.” 

Dr. B. F. Austin, state health officer, 
said that extensive electrification would 
give a solution to the last big obstacle to 
Alabama’s good health: the farm. 

Captain George Murrah, state selective 
service veterans personnel chief, told the 
conference that there will be 42,000 new 
customers in the form of returning serv- 
ice men when the war is over and all of 
these will want electricity. 

Mayor Dave Dunn, of Montgomery, 
welcomed the group to the conference, 
which was attended by Tennessee Valley 
Authority officials and other power of- 
ficials. 


N outlining plans of the Alabama 

Power Company, Mr. Martin told 
how his company has already undertaken 
the task of providing power for more 
Alabama homes. Preliminary work has 
already been done in 44 counties in which 
lines will be built, Mr. Martin said. 

He related that, in response to the 
urging of farmers in the first four coun- 
ties in which preliminary solicitations 
were made, application was filed with the 
War Production Board in March for ap- 
proval for construction or partial con- 
struction of the lines so that service could 
be made available at an earlier time than 
would otherwise be possible. In its ap- 
plication, the company proposed to cut 
poles from its own timber lands, have 
them treated at local creosoting plants, 
and set them with crossarms and hard- 
ware attached. The WPB approved the 
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applications in August and the work of 
setting poles in these four counties 
(Etowah, Blount, Walker, and Fayette) 
has started. 

Mr. Martin said: 


Rural electrification started in Alabama in 
1920. In that year Alabama Power Company 
built a distribution line 5 miles long along 
the Whitesburg pike in Madison county to 
supply electric light and power to 7 farms. 
The results of the operation of that line led 
the management of the company to the con- 
clusion that electricity could contribute not 
only to the profits of the farmer but could as 
well lighten many of the burdens of the farm 
and farm home. 

In 1923, shortly after this Madison county 
rural line had proved its usefulness, Ala- 
bama Polytechnic Institute, through Profes- 
sor M. L. Nichols, then a member of its 
faculty, suggested that Auburn, the Alabama 
Farm Bureau Federation, and Alabama 
Power Company codperate in making studies 
of an experiment with electricity to deter- 
mine the economy of the use of electric 
power in farm operations and in farm homes. 
The company and the forward-looking Farm 
Bureau Federation, under the able leader- 
ship of Edward A. O’Neal, accepted the sug- 
gestion of Professor Nichols and such 
studies and experiments were undertaken, 
the company contributing $24,000 as a part 
of the cost thereof. 

These studies and actual experiments 
proved highly successful and gave impetus 
to a state-wide campaign to electrify farms 
and farm homes. 


Mr. Martin recalled that in the early 
days of rural electrification farmers did 
not readily accept the idea of electrifica- 
tion of their homes and farm operations 
and that to gain this acceptance it was 
necessary to employ engineers scientifi- 
cally trained in agriculture and in uses of 
electric power as a part of the farm 
economy. 


_ crediting API, the Farm Bu- 
reau Federation, other utilities, the 
REA, the equipment manufacturers, and 
other agencies with helping develop ac- 
ceptance of the idea of electrification for 
farm operation, Mr. Martin stated “it is 
the full purpose and desire of Alabama 
Power Company to work with the agri- 
cultural agencies of the state, the electric 
codperatives, the REA, and farmers in 
making electric service of the maximum 
possible value to as many farmers pos- 
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“NAW, JEETER, I STILL THINK WE CAN CLEAN OUR HOUSE BETTER WITH 
THE SHOVEL” 


sible as soon as possible. We propose 
further to work in codperation with the 
Agricultural Extension Service, the 
Farm Bureau, the codperatives, and any 


other agencies that are interested and in 
position to contribute to the complete 
and successful electrification of the 
farms in Alabama.” 





See State Issue in Public Utilities 


Co competition, Federal 
and local, will be the greatest prob- 
lem facing the public utility industry in 
the postwar era, according to a study 
just completed by John C. Parker, vice 
president of the Consolidated Edison 
Company of New York, for the Com- 
merce and Industry Association of New 
York, Inc. Mr. Parker wrote: 
There is one condition necessary to the at- 
traction of private capital into sound power 
development, and that is the elimination of 


45 


fear of the attitude of government itself. 
Public undertakings of this kind entering in- 
to unfair and destructive competition with 
the savings of the citizens become parasitic 
growths which grow by what they feed on. 


Mr. Parker declared that sale of fed- 
erally produced power to local govern- 
ments made the latter increasingly sub- 
ordinate to the central government ; that 
money of the public as a whole was being 
used to give discriminatory advantages 
to local groups; and that the tax advan- 
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tages of public ownership had been 
proved illusory. He said: 


If the nation is genuinely committed to the 
free enterprise system, national, state, and 
local policy should be to strengthen the 
regulatory safeguards whereby the public 
interest is assured and then, to the maximum 
degree possible in every case, to engage 
private investment and management without 
extraordinary burdens and utterly without 
subsidy advantage. 

In those few cases in which public funds 
or public credit are engaged, for one or an- 
other reason, the scope of such engagement 
should be limited to an extremely narrow 
minimum. Generally, such public financing, 
which is subversive of democratic enterprise, 
is avoidable if a little real planning is done. 

Where public monies are used, the ac- 
counts should be segregated from all other 
functions of government and the enterprise 
should be made completely self-sustaining 
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after paying all costs, such as taxes and a 
return on the investment which would be 
paid by private enterprise. 

A service subsidized through improper 
cost accounting or more directly by grants 
in aid, becomes an incentive to extravagant 
use not necessarily compensated for by the 
social value of the extra service used and 
certainly not realistically tested. 

We are justified in concluding then that 
public development of utility service, gen- 
erally unnecessary and inferior to private 
development under competent regulation, is 
inherently incompatible with the systems of 
free enterprise. 


Mr. Parker said it stimulates economi- 
cally unsound competition unless carried 
out on an absolutely equitable cost basis, 
and, even in such a politically improbable 
case, it is discriminatory as between re- 
gions and categories of the citizenry. 





Are Depreciation Reserves Available 
For Improvements? 


M** may provide himself with the 
necessities or the luxuries of life, 
either by making them himself, or, if he 
is fortunate enough to have the where- 
withal, by paying some other individual 
or group of individuals to provide them 
for him. 

It has become the practice for the com- 
munity at large to authorize (or license) 
groups of individuals to do those things 
for the common service of all which re- 
quire mass effort in the doing, in order 
that large quantities of goods or services 
may be produced at much lower cost 
than any individual or small group of 
individuals would be able to attain. Of 
such are our public utilities—telegraph, 
telephone, railroads, electric light, and 
gas companies, etc, 

These utilities, being creatures of the 
public, must expect to be regulated by 
the public, for the public must protect its 
own interest in the right it extends to 
others to work for it. It must also en- 
courage its creatures by allowing them a 
fair return upon money invested in order 
to induce them to continue to supply the 
mass demand. 
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A utility, after being chartered by the 
public to perform a service for the pub- 
lic, must obtain money necessary to con- 
struct a plant and start operations. Un- 
less subsidized from the public purse it 
can only obtain this money in one way; 
namely, by borrowing it. It either bor- 
rows from the individuals who have been 
granted the charter by the public (stock- 
holders) or the individuals borrow from 
the public by the sale of bonds. 


b! gpecremerd the utility must be man- 
aged and therefore the stockhold- 
ers appoint their servants, who become 
the management, and are vested with the 
responsibility on one hand of providing 
the adequate service which the com- 
munity has a right to expect from its 
chartered creature, and on the other of 
wisely investing the borrowed money, to 
obtain for it a proper rate of return, 
which belongs to the investors, and to 
safeguard the investment. 

When money is invested in a property, 
regardless of whether it comes from a 
few individuals or from the public at 
large, the investors have a right to de- 
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mand of management and management 
has a right to demand of the public that 
sufficient return shall be realized upon 
the money invested so that all operating 
expenses and taxes may be promptly paid 
and a reasonable return may flow back 
to those who have invested their money. 
As a part of operating expense, the in- 
vestors, no matter who they be, have a 
right to demand of management that it 
shall set up a reserve which will be suffi- 
cient (together with salvage and liquid 
assets) to return the full amount invested 
to the investors in the event the under- 
taking is liquidated. This principle was 
clearly enunciated by Mr. Justice Moody 
in the famous Knoxville Water Company 
Case, decided by the Supreme Court 
January 4, 1909 (212 US 1). 

It has become customary for utilities 
to provide this reserve by estimating the 
probable life of the physical property re- 
sulting from the investment and to set 
aside out of earnings, from time to time, 
sufficient amounts so that if the property 
should entirely disappear and the utility 
be liquidated at any time there should be 
enough money in the reserve which, 
added to the net salvage obtainable from 
the liquidated plant, will provide a suffi- 
cient sum so that each investor will get 
back his original investment. 


r we could visualize a utility absolutely 
static—that is, having once con- 
structed its plant would have no occasion 
whatever to expand the plant or business 
but merely to keep itself in fit condition 
to supply a constant and never changing 
demand for service until the plant is 
worn out—then the monies which would 
ordinarily be placed in a reserve for ac- 
crued depreciation might just as well be 
paid back to the investors along with 
dividends, the property being maintained 
upon a purely day-to-day basis. If this 
were done the stockholders would re- 
ceive back in instalments all of their 
original investment plus a reasonable re- 
turn upon it. 

But in actual practice the ideal just 
mentioned is not realized. What gen- 
erally happens is that a utility serving 
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the general public is looked upon, 
whether rightly or not, as an undertaking 
which will never entirely disappear but 
which in one form or another will always 
continue to operate and serve the public. 
Thus there has grown up the practice of 
investing a utility’s accumulated reserve 
in additional plant and equipment which 
itself is presumed to earn a return. By 
this means a publicly chartered utility, 
having once established itself and ob- 
tained a lucrative business, is able to ex- 
pand by constructing additional plant to 
still further increase its business, partly 
or wholly out of earnings set aside under 
some such term as “reserve for accrued 
depreciation” or “allowance for depre- 
ciation.” 

For example, in a growing utility busi- 
ness—i.e., one that is not static—it fre- 
quently happens that appropriations to 
the so-called “reserve for accrued depre- 
ciation” during any given year or period 
are greater than charges against the re- 
serve for retirement of old plant during 
the same year or period. This is so be- 
cause of several factors; for example, in 
the early years of a plant retirements 
come slowly but appropriations are usu- 
ally in equal instalments spread over the 
entire expected life of the plant ; the con- 
stant injection of new property into the 
plant has the effect of raising the over-all 
level and slowing up retirements ; appro- 
priations may be at a rate which allows 
for obsolescence or inadequacy in addi- 
tion to physical deterioration, etc. 

When old plant is retired from active 
service and replaced with new plant the 
first cost of the old plant is removed 
from the property accounts (i.¢., capital) 
and after making due allowance for sal- 
vage recovered, a charge (i.¢., reduction) 
is made against the balance in the reserve 
for accrued depreciation. 


ROM what has been said it will per- 

haps have been made clear that the 
so-called “accrued depreciation” or “al- 
lowance for depreciation” is not a fluid 
reserve at all but has been and is being 
drawn upon for the purpose of replac- 
ing worn-out plant, or constructing new 
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plant, which in turn becomes a source of 
revenue. This money can be invested 
either in the same kind of plant which is 
replaced, designed to do exactly the same 
things—i.e., render the same kind of 
service—or it may be invested in a differ- 
ent kind of plant which produces a dif- 
ferent and perhaps a better kind of serv- 
ice. 

Let us illustrate this by a hypothetical 
case. Assume we have what has been con- 
sidered a thoroughly modern and up-to- 
date factory in which there is an invest- 
ment of $100,000, represented by a 
power plant, lathes, drill presses, etc. It 
is decided that operating expense can be 
reduced and service speeded up by en- 
tirely changing the character of the 
equipment—as, for example, a change 
from steam operation to electric opera- 
tion. Hence, the old equipment is en- 
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tirely removed and the new installed. 
Where will the money come from and 
what will be the effect upon the so-called 
“reserve” ? Ignoring for the moment any 
question of salvage value, what would 
happen would be that the plant and equip- 
ment accounts would be reduced by the 
entire book cost of the displaced machin- 
ery and the reserve for accrued deprecia- 
tion would also be reduced by a similar 
amount plus the cost of removal. The 
cost of the new equipment would be 
written into the investment account. The 
investment might remain unchanged, or 
go up or down, but the balance in the 
reserve would be decreased by the sum 
of the first cost of the equipment re- 
moved plus cost of removal. 

The cost of the improvement can come 
from one of two sources; 7.e., from un- 
expended fluid funds in the company’s 














cash drawer or at its call in the banks, 
or from borrowed funds. As long as the 
company has fluid funds it is the part of 
wisdom to make these changes out of 
such funds even though there may re- 
sult a temporary reduction in net income 
available for dividends. For in the long 
run the investor will profit by being in 
possession of a modernized plant which 
may be operated at less expense and 


which will render a superior service. 


HAT constitutes “‘liquid funds” to 

which reference has just been 
made? A company must, as has been 
said, earn enough to pay all its operating 
expenses including appropriations to the 
reserve for “accrued depreciation” or 
“allowance for depreciation,” and taxes. 
What is left is available to be paid to 
bondholders in the form of interest or 
to stockholders in the form of dividends, 
the company retaining sufficient working 
capital for day-to-day operations. It will 
be pointed out that the so-called “re- 
serve” or “allowance” for depreciation 
is after all a deduction from gross earn- 
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ings. If this deduction were not made 
from gross earnings and recorded on 
the books as a so-called “reserve,” the 
net income, after payment of Federal 
taxes and interest, available for dividends 
would be increased. Therefore it may be 
argued that these amounts set aside in 
the so-called “reserve” are in a sense 
“fluid funds” and-may be used for the 
construction of a better plant which will 
perform a different and better service. 

But it will usually be found that the 
so-called “balance in the reserve” is al- 
ready invested in plant. Then to what 
extent are depreciation funds available 
for construction of new (or better) 
plant? The obvious answer seems to be 
that only current appropriations to the 
reserve are available. Such current appro- 
priations may be used to replace like with 
like or to replace like with better. Beyond 
that funds for betterments or improve- 
ments must be borrowed, either from 
stockholders in the form of reduced 
dividends, from banks, or by the sale of 
additional stock. 

—Return J. Mercs 





Rhine Dam Breach Perils Foe’s Supply 


HE New York Times recently car- 

ried a wireless dispatch from its 
correspondent, Raymond Daniell, bear- 
ing an October 8th London date line, to 
the effect that the Royal Air Force had 
bombed an important hydroelectric dam 
on the Rhine river. Mr. Daniell’s dis- 
patch stated: 

Water is spilling over the countryside 
from the big Kembs dam across the Rhine 
in upper Alsace 10 miles southeast of Mul- 
house and 7 miles north of Basle, ac- 
cording to reconnaissance reports today on 
the effects of yesterday’s heavy air attacks. 
The dam was smashed by Royal Air Force 
Lancasters. 

Photographs taken from the air over 
Flushing, on the island of Walcheren, 
showed that another RAF attack on the 
dikes that held back the sea on the southern 
side of the island had been breached in eight 
places by well-aimed bombs and that the 
water had swept in, surrounding a fort still 
in German hands. 

The Kembs dam was potentially a strong 
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defense weapon for the Germans holding 
the Belfort Gap. As long as it was intact it 
was possible for them to destroy it at a time 
most favorable for delaying an Allied ad- 
vance to the river or frustrating an at- 
tempted crossing. Now the Germans are 
fighting with a rising tide behind them along 
the river, which forms the Reich frontier at 


that point. 
The river level, it was reported, has 
dropped 14 feet, and a canal over 


which supplies were being sent to the Bel- 
fort defenders probably has been affected. 
The dam supplies more than 40,000 kilo- 
watts of electric power, but the powerhouse 
was destroyed. 


Pe axons Lancasters were used in 
the attack on the dam. They were 
escorted by a covey of fighters which 
shot up ground batteries and flak towers 
protecting the dam. Seven Lancasters 
dropped their 12,000-pound bombs from 
a high level. One crew reported a direct 
hit. 
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St. Lawrence Plan Defeated 


pos Senate, by a roll call vote of 56 to 25, 
on December 12th defeated the St. Law- 
rence seaway proposal, which was offered as 
an amendment to the Rivers and Harbors Bill. 
Action followed reading to the Senate of a per- 
sonal statement from President Roosevelt urg- 
ing prompt adoption of the measure, which was 
submitted for the record by Senator George D. 
Aiken of Vermont, the principal proponent of 
the project. 

“Of course,” the message read, “I want ac- 
tion as soon as possible on the St. Lawrence 
seaway. It is logical and inevitable. The quick- 
er the better.” 

Immediately after announcement of the re- 
sult, the parent legislation was passed by voice 
vote. It incorporates scores of provisions for 
postwar development of the waterways of the 
country. Senator John H. Overton of Louisi- 
ana, sponsoring the bill as chairman, indicated 
that the total cost would be about $500,000,000. 

Just before adjournment the Senate ap- 
proved the conference report on the $1,000,- 
000,000 Flood Control Bill, the second of the 
major measures which are expected to stimu- 
late employment. Final action failed, how- 
ever, as a result of conference disagreement. 

For nearly two hours prior to the latter ac- 
tion Senator Aiken and his Vermont colleague, 
Senator Warren R. Austin, Republican, held 
up the proceedings for protracted inspection of 
the amendment affecting the Connecticut river 
basin development in their home common- 
wealth. 

They professed dismay on discovering that 
the conferees had written into the report their 
understanding that if a series of eight dams 
to be constructed on the West river should 
cost more than the expected $11,000,000 to be 
allocated, the entire project would revert to 
the original plan and a single, large flood-con- 
trol dam would be erected at Dummerston or 
Newfane. : 

Controversy over an amendment affecting 
California’s Central Valley on December 15th 
resulted in failure of the $500,000,000 postwar 
Rivers and Harbors Bill. The Senate refused 
to accept a conference report carrying the 
amendment, which would exempt the $360,- 
000,000 Central Valley project from a 42-year- 
old reclamation law limiting to 160 acres the 
land which any owner may irrigate in federally 
sponsored irrigation areas. 

A Senate effort to send the bill back to con- 
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Events 


ference for reconsideration of the amendment 
was balked in the House when Representative 
Elliott of California, sponsor of the amend- 
ment, refused to give the necessary unanimous 
consent. 

Senator Downey of California, supporting 
the amendment, charged that some of its foes 
were prepared to filibuster the bill to death. 

Senators LaFollette of Wisconsin, Hatch of 
New Mexico, and Hayden of Arizona sug- 
gested that the Central Valley problem be 
thoroughly studied by the Irrigation and Rec- 
lamation Committee. 


Slattery Resigns 


|S Beenie SLATTERY, who previously had re- 
sisted administration efforts to ease him 
out as Rural Electrification Administrator, re- 
signed on December 11th “to carry this fight 
to the public.” No reasons were assigned in 
the White House announcement that Slattery 
had submitted the resignation early last month 
and President Roosevelt had accepted it De- 
cember 8th. 

But Slattery issued a statement saying that 
Secretary of Agriculture Wickard’s appoint- 
ment of a deputy administrator with “codrdi- 
nate” authority “by-passed and displaced me 
as actual administrator.” He named William J. 
Neal as the deputy with “codrdinate” author- 


ity. 

Calling Wickard’s actions “illegal and con- 
trary to the REA Act,” Slattery asserted : 

“They also jeopardize the repayment of gov- 
ernment loans and are dangerous to the wel- 
fare and permanent success of REA. I have 
protested, but to no avail. I decline further to 
be held even nominally responsible for these 
illegal acts. 

“The President’s order forbids Federal offi- 
cials to engage in public controversies. There- 
fore, I have resigned in order to carry this 
fight to the public.” 

The dispute came fully into the open for the 
first time last spring in the Senate committee 
investigation of efforts to replace Slattery. The 
administrator then said his resignation had 
been requested by Wickard and by Jonathan 
Daniels, a presidential assistant. 

Wickard told the committee an Agriculture 
Department investigator had reported to him 
that Slattery’s word “couldn’t be relied upon.” 
He said dissension within the agency led him 
to believe it needed a chief of “greater admin- 
istrative ability.” 


The March of 
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Slattery testified he believed efforts to oust 
him stemmed from his refusal to do political 
campaigning. 

Senator Shipstead, Republican of Minne- 
sota, member of a Senate Agriculture subcom- 
mittee which investigated REA last spring, 
said he did not blame Slattery for quitting. 
Secretary Wickard, the Senator declared, had 
stripped Slattery of his powers and had con- 
tinually “by-passed” him. Shipstead said his 
committee would make “every effort” to have 
the REA restored as an independent agency. 


Pipe-line Plan Revised 


HE American Light & Traction Company 

on December 14th filed with the Securities 
and Exchange Commission an amendment to 
a plan to construct a $70,000,000 natural gas 
pipe line from the Hugoton gas fields in Kan- 
sas, Oklahoma, and Texas to Detroit with a 
branch extending to within Wisconsin. 

Under the amendment, American Light 
would form under Delaware laws a new com- 
pany, which it said would be called “the Michi- 
gan-Wisconsin Natural Gas Pipeline Company 
or some other suitable name.” It would acquire 
for $5,000 the new company’s initial capital, 
50 shares of $100 par value capital stock. 

Organization of the company is a major step 
in the liquidation of American Light under a 
plan filed by its parent, the United Light & 
Power Company. 

The amended petition said most of American 
Light’s investment in Detroit Edison’s common 
stock would be used to finance the pipe line, 
and that ultimately all of the capital stock of 
the new company would be owned by Michigan 
Consolidated Gas Company, Milwaukee Gas 
Light Company, and Madison Gas & Electric 
Company, American Light subsidiaries now 
serving the area through which the pipe line 
would extend. 

The amendment was filed just before a hear- 
ing on initial steps in the liquidation of Ameri- 
can Light opened in Philadelphia. 

The hearing was adjourned abruptly the fol- 
lowing day after the commission upheld Trial 
Examiner W. W. Swift's ruling that evidence 
on the construction of the $70,000,000 pipe line 
was pertinent to the case. 

Arthur G. Logan of Wilmington, Delaware, 
representing Panhandle Eastern Pipe Line Com- 
pany, asked permission to cross-examine H. B. 
Munsell of Chicago, vice president of United 
Light & Power Company, on plans for the 
new pipe-line company. Donald Richberg, 
counsel for United Light, objected on the 
ground that Mr. Munsell was not qualified to 
testify on this phase of the program. Mr. 
Swift overruled his objection. 

Both Mr. Logan and Alfred A. Cook, repre- 
senting Allied Chemical & Dye Corporation, a 
major stockholder, deferred cross-examination 
of Mr. Munsell until witnesses qualified to 
testify on the pipe line could be called. 
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FPC Denies Petition 


ECAUSE “no new facts have been presented,” 

the Federal Power Commission recently 
denied the petition of the Louisiana Public 
Service Commission and the Department of 
Conservation for rehearing on the FPC order 
of November 21, 1944, issuing a certificate of 
public convenience and necessity to the Mem- 
phis Natural Gas Company to construct and 
operate additional facilities in Arkansas, Mis- 
sissippi, and Louisiana to serve its present cus- 
tomers. No new principles of law were stated 
in the petition which were not fully considered 
before the certificate was issued, the FPC said 
in its order. 

The certificate permits the Memphis Com- 
pany to construct additional facilities estimated 
to cost $2,553,000. These include three 18-inch 
pipe lines aggregating about 61 miles parallel- 
ing the unlooped portion of the company’s 
main transmission line in Arkansas and Mis- 
sissippi, and a 20-inch pipe line about 50 miles 
long extending from the North Lisbon gas 
field in Claiborne parish, Louisiana, to a com- 
pressor station in the Monroe gas field in 
Ouachita parish, Louisiana. The order speci- 
fies that these new lines shall not be used for 
the transportation and sale of natural gas to 
any new customers except upon specific author- 
ization of the FPC. 

The state commission and conservation de- 
partment opposed the construction of the new 
pipe lines, contending that the Memphis Com- 
pany would deplete the supply of natural gas 
in Louisiana. 


SEC Gets Liquidation Plan 


A VOLUNTARY plan of liquidation has been 
filed with the Securities and Exchange 
Commission by the American Utilities Service 
Corporation, the SEC disclosed on December 
13th. Under the terms of the plan, a hearing on 
which was scheduled to commence January 4th, 
American Utilities Service would embark on a 
program for the disposition of its investments 
in its eight subsidiary companies, either 
through the sale of the stocks and notes of the 
companies or through causing the subsidiaries 
to sell their properties and liquidate. 

The company said it anticipated that the sales 
made under the liquidation plan would be ac- 
complished through invitations for bids for the 
securities or the properties. 

The Minnesota Utility Company, one of the 
subsidiaries, has, it was revealed, already en- 
tered into an agreement for the sale of all of 
its electric and steam-heating properties. Such 
sales, and the subsequent liquidation of that 
company, would be a part of the liquidation 
program, 

“The proceeds received by American from 
the sale of its subsidiary companies, or from 
the liquidation of subsidiary companies follow- 
ing the sale of their properties . . . will be em- 
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ployed in the retirement of the collateral trust 
bonds of American by purchase or call at such 
prices as may be determined by the commission 
as a part of the liquidation plan,” the company 
stated. 


Meter Control Shifted 


— over the purchase of domestic watt- 
hour meters by electric power utilities has 
been shifted from Limitation Order L-151 to 
Utilities Order U-1, the War Production Board 
announced last month. This was_ effected 
through an amendment to Order L-151 reliev- 
ing utilities from applying on WPB Form 1319 
for deliveries of domestic watt-hour meters. 
At the same time, Direction 3 to Utilities Or- 
der U-1 has been issued setting up restrictions 
on such purchases. 

The change was undertaken to simplify pro- 
cedure as to the purchase of the meters, WPB 
officials explained. Electric power utilities rep- 
resent 98 per cent of the nonmilitary require- 
ments for domestic watt-hour meters. 


SEC Approves Merger 


HE Securities and Exchange Commission 

last month approved a plan filed by the 
American Gas & Electric Company and its 
subsidiaries, the Indiana & Michigan Electric 
Company, and the Indiana General Service, 
whereby Indiana General will be merged into 
Indiana & Michigan. 

Under the plan American will surrender for 
cancellation to Indiana General 24,347 shares 
of the 6 per cent preferred stock of the latter 
company in exchange for an equal number of 
common shares of Indiana General having a 
par value of $100 a share. American also will 
purchase 633 common shares of Indiana Gen- 
eral for $65,300 in cash. 

The plan also calls for the redemption from 
the public of 15,364 shares of the 6 per cent 
preferred stock of Indiana General at the call 
price of $110 a share plus accrued dividends 
to the date of redemption. ' 

The charter of Indiana General would then 
be restated so as to conform to the require- 
ments of the Indiana General Corporation Act 
of 1929 and to eliminate the authorized pre- 
ferred stock and to authorize 25,000 additional 
shares of common stock. 

As the final step Indiana General would be 
merged into Indiana & Michigan Electric and, 
pursuant to the merger agreement, American 
would surrender 55,000 shares of the common 
stock of Indiana General Service in exchange 
for 55,000 shares of the no par value common 
stock of Indiana & Michigan following trans- 
fer of assets of Indiana General to Indiana & 
Michigan. 

The Federal Power Commission has also 
authorized the merger of the two companies 
which filed a joint application for the author- 
ization under § 203 of the Federal Power Act 
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on November 4th. The authorization provides 
that it shall expire unless acted upon within 
sixty days. 


Bonneville Power Revenues 


Gn revenues from the sale of power de- 
veloped at the Bonneville and Grand 
Coulee power plants passed the $50,000,000 
mark on December 1, 1944, the fifth anniver- 
sary of the energization of the first Bonneville 
high-voltage transmission line, Bonneville 
Power Administrator Paul J. Raver announced 
last month. 

This revenue was derived from the sale of 
more than 21,000,000,000 kilowatt hours of 
power to Pacific Northwest war industries, 
military establishments, public agencies, and 
private utility systems. 

During its first five years of system opera- 
tion, the Bonneville Power Administration ac- 
cumulated a net surplus in excess of $12,000,000 
after payment of all power costs, operation and 
maintenance expenses, depreciation and interest 
on the Federal investment in the Bonneville- 
Grand Coulee transmission grid, and power fa- 
cilities at the two Columbia river plants. 

In the five years since December 1, 1939. 
when the first transmission line was energized 
from Bonneville dam to the Portland-Van- 
couver area, the Bonneville Power Adminis- 
tration has extended the Federal transmission 
system to include 55 substations and more than 
2,700 miles of high-voltage transmission lines. 

‘Approximately 19,000,000,000 kilowatt hours 
have been sold since the Japanese attack on 
Pearl Harbor. During the three years that the 
United States has been at war, rated capacity 
of the two Columbia river power plants has 
been increased from 339,000 kilowatts to 1,- 
326,000 kilowatts—approximately 50 per cent 
of the entire present capacity of the five North- 
west states of Oregon, Washington, Idaho, 
Montana, and Utah. 


Rate Investigation Ordered 


TATING that the rates charged for the sale 
S and transportation of natural gas by the 
Penn-York Natural Gas Corporation of Buf- 
falo, New York, may be unjust and unreason- 


* able the Federal Power Commission recently 
* ordered an investigation of all rates charged 


by this corporation. Penn-York, which is con- 
trolled by Cities Service Company, supplies 
natural gas at wholesale to Republic Light, 
Heat & Power Company of Buffalo for resale 
in New York and several New England states. 

In its order the commission stated that the 
public interest demands that an inquiry be 
made to determine whether the rates charged 
by Penn-York are justified. It is also necessary 
to determine whether or not the terms and 
conditions of the contracts affecting these rates 
are discriminatory or preferential. If, after in- 
vestigation and hearing, the FPC finds that 
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these Penn-York rates subject to its jurisdic- 
tion are unjust and unreasonable it will deter- 
mine and fix just and reasonable rates by ap- 
propriate order, and will establish regulations 
and contracts governing them. 


Rate Rise Again Suspended 


HE Interstate Commerce Commission, by 

a vote of 7 to 2, decided on December 13th 
to suspend for another year the freight rate 
increases granted in March, 1942, and subse- 
quently twice held in abeyance. The decision al- 
lows the present rates to continue until Janu- 
ary 1, 1946. At the same time the commission 
declined to suspend the 10 per cent increases in 
passenger fares now in effect. 

The ICC pointed out that “in view of the 
uncertainties facing railroads and shippers in 
the coming year, the proceeding is held open 
on the commission’s docket so that any party 
may request further action if conditions sub- 
stantially change.” 

The petition, docketed as “Ex Parte 148, In- 
creased Railway Rates, Fares, and Charges, 
1942,” was reopened for consideration of 
whether freight rates suspended until Janu- 
ary 1, 1945, should be reéstablished and 
whether passenger rate increases should be 
canceled. 

On the ground of high railroad revenues, the 
National Association of Railroad and Utili- 
ties Commissioners petitioned the ICC to deny 
the freight increases. The request was sup- 
ported by the Office of Price Administration, 
the Office of Economic Stabilization, and other 
government agencies. These asked also can- 
cellation of passenger increases, mainly on the 


basis that higher rates would raise the cost 
of living and create inflation. 


Suspends Proposed Increase 


HE Federal Power Commission last month 

suspended proposed increased rates for 
natural gas sold by the Allegany Gas Company 
and North Penn Gas Company, which would 
result in an annual estimated increase of $44,- 
140 to the five northern Pennsylvania and west- 
ern New York distributing companies served. 
By the same orders, the commission set hear- 
ing on the Allegany Case for January 24, 1945, 
at Washington, D. C., and set the North Penn 
Case for hearing January 25th at the same 
place. The two companies are affiliated and 
have their principal offices at Port Allegany, 
Pennsylvania. 

The FPC will inquire into the lawfulness of 
proposed increased rates for natural gas sub- 
ject to FPC jurisdiction sold by the Allegany 
Company to Crystal City Gas Company, Ad- 
dison Gas & Power Company, Southport Gas 
Company, and New York State Electric & Gas 
Corporation. Involved also are the increased 
rates the North Penn Company proposes to 
charge for gas sold to the Keystone Gas Com- 
pany. The commission’s orders suspended the 
proposed increased wholesale rates until May 1, 
1945, or until they are made effective in the 
manner prescribed by the Natural Gas Act. 

Both the New York Public Service Commis- 
sion and the Office of Price Administration 
have requested that Allegany’s proposed rate 
schedules be suspended pending investigation 
and the OPA filed a similar petition concern- 
ing the North Penn Company. 


Ry 
Alabama 


To Negotiate Gas Plant 
Purchase 


EGOTIATIONS to purchase the Birmingham 
Gas Company’s Bessemer properties will 
be undertaken by the city of Bessemer immedi- 
ately after it completes acquisition of the 
waterworks, Mayor Jap Bryant said recently. 
The city of Bessemer already owns and op- 
erates its own electric plant and purchase of 
the water plant for $1,050,000 was authorized 
on December 5th by the Bessemer council. 

Should the city also obtain the gas company, 
valued at slightly under $1,500,000, Bessemer 
would be one of the few cities to own all three 
utilities. 

Mayor Bryant said the gas company had 
been operating for the last two or three years 
without a franchise, which the city refused to 
grant with a view of eventually acquiring the 
properties. 

“TI believe that by owning and operating our 
own utilities that within a few years we can 


cut tax rates and license fees by at least one- 
half,” Mayor Bryant said. “I feel that we 
should keep this money at home. We feel about 
gas as we did about electricity. That we should 
have cheaper rates.” 

With a natural gas line coming through the 
district, Mayor Bryant said he regarded as 
“ridiculous” denying Bessemer’s citizens that 
type of gas at cheaper rates just because some 
company has a contract not to use natural gas. 


Natural Gas Rates Reduced 


ATURAL gas users in 13 Alabama com- 
munities will benefit to the extent of 
$196,000 annually from a reduced rate sched- 
ule, effective December 15th, the state public 
service commission reported last month. 
Commissioner Gordon Persons, describing 
the cut ordered by the commission as “de- 
signed to reduce winter bills,” said it would 


. not affect minimum charges. These charges, he 


pointed out, were ordered reduced by $100,000 
annually a year ago. 
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The new order affects Alabama Gas Com- 
pany customers in Montgomery, Selma, Tusca- 
loosa, Anniston, and Gadsden, and clients of 


the Alabama Natural Gas Corporation in 
Wetumpka, Tuskegee, Talladega, Reform, 
Opelika, Leeds, Heflin, and Auburn. 


Arkansas 


Gets State Permit 


PPLICATION of the Southwestern Water 
Company, Inc., to build an 8,000-foot 
dam across Two Prairie bayou in Prairie and 
Lonoke counties to irrigate rice farms in that 
area was approved by the state utilities com- 
mission last month. The decision was the first 
ever made by the commission involving a farm 
irrigation project. 

The order approving the application was not 
immediately released and Commission Chair- 
man Marvin Hathcoat said he did not wish 
to comment on it. He said intervenors would 
have to ask for a rehearing before the com- 
mission’s scope of authority could be tested in 
court. 

Southwestern Water Company, a new Ar- 
kansas corporation, said in its application that 
it was formed “to own, acquire, construct, 
manage, maintain, and operate irrigation reser- 
voirs for the purpose of furnishing water to 
individuals and corporations for the irrigation 
of lands and crops.” 

The company proposed to furnish water to 
planters for 20 per cent of their annual rice 
crop. Southwestern said it planned to issue 


securities only for a sum sufficient to finance 
actual cost of construction. 

The commission also granted an application 
of Arkansas Power & Light Company to ex- 
tend its rural distribution lines in Prairie 
county. The application had been amended to 
exclude any objections of the Woodruff Elec- 
tric Codperative Corporation, First Electric 
Cooperative Corporation, and Riceland Elec- 
tric Codperative. 


Rate Reduction Approved 


yo H. BEAL, electric department super- 
intendent, said recently that a $29,800 
electric rate reduction had been approved by 
the state utilities commission. Allocations have 
been assigned of $15,250 to residential con- 
sumers, $5,250 to commercial users, and $9,300 
to miscellaneous customers. 

Completion of the substation now under con- 
struction was said to be expected in January, 
when a 5 per cent discount would become ef- 
fective in Little Rock’s power bill to the Ar- 
kansas Power & Light Company. Mr. Beal esti- 
mated the discount would save the city about 
$500 a month. 


California 


Gas Rates Slashed 


HE state railroad commission last month 

ordered an interim reduction in gas rates 
of the Southern Counties Gas Company of 
$750,000 annually to be effective December 15th 
on a discount basis, discounting bills in excess 
of minimum charges. 

The company serves 229,000 customers in 
Orange, Los Angeles, Ventura, Santa Barbara, 
San Bernardino, and San Luis Obispo coun- 
ties. 

The order was based on the commission’s 
order to the company June 27th to show cause 
why interim rates should not be made effective 
corresponding to a gross revenue reduction 
that would result by the elimination in whole 
or in part from operating expenses of Federal 
war taxes. A hearing lasting several days was 
_ in Los Angeles, after which briefs were 

ed. 

The commission order was signed by Presi- 
dent Richard Sachse, Franck R. Havenner, and 
Frank W. Clark. Dissenting were Justus F. 
Craemer and Ira H. Rowell 

The order calls for a 10 per cent discount 
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in the Los Angeles harbor district on that por- 
tion of the bill in excess of the minimum 
charge. To all general service tariffs except 
the harbor district, and to all industrial and 
military tariffs in all districts, there shall be 
applied a 7.5 per cent discount. 

To wholesale gas service, exclusive of sur- 
plus that is supplied to the San Diego Gas & 
Electric Company, a 5.8 per cent discount was 
ordered. 


In the Santa Monica district the minimum . 


charge of 90 cents for the first 300 cubic feet 
of gas per meter per month of the general 
service tariff was reduced to 85 cents. 


Board Approves Expansion 


‘ie Los Angeles board of water and power 
commissioners in official session last month 
tentatively approved postwar improvement and 
expansion programs totaling $125,344,500. 
Expected to employ thousands of returning 
servicemen, the plans call for a 7-year program 
for the power department in expending $101,- 
000,000. Water system betterments were fig- 
ured at $23,344,500 over a period of eight years. 
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However, projects aggregating expenditures 
of $51,309,000 can be launched within the first 
year after the end of the European phase of 
the war, it was stated in a report by Samuel 
B. Morris, general manager and chief engi- 
neer. It was estimated that from 4,000 to 5,000 
men would be required during peak periods. 

In a statement issued in conjunction with 
the action of the board, Morris said in part: 


“This is in no sense a made-work program 
but a normal schedule of extensions accelerated 
because of deiays due to the war. Construc- 
tion plans and specifications for many of the 
more urgently needed projects have been prac- 
tically completed by the department’s engineer- 
ing staff and can be quickly presented to the 
board for final approval when the fighting in 
Europe ends.” 


Connecticut 


PUC Seeks Expansion of 
Powers 


ONNECTICUT and other states of the coun- 

try should resist all attempts of the Fed- 
eral government to expand its control over 
public utility operation that cannot clearly be 
considered interstate in nature, the state public 
utilities commission stated in its thirty-third 
annual report submitted to Governor Baldwin 
ne month and released publicly on December 
th. 

Citing several instances where the Federal 
Power Commission has recently assumed ju- 
risdiction over utilities which are essentially 
intrastate, although transfer of power across 
state lines may occasionally be made, the com- 
mission asserted it is not yet ready to admit 
the necessity for the “emergence of an all 
powerful ubiquitous Federal bureaucracy in 
the utility regulatory field.” 

The commission, urging the development of 
stronger state regulatory bodies, stated that the 


strongest argument presented by the advocates 
of future concentration of power in the Federal 
government “is the alleged breakdown of state 
regulation.” 

“With a full realization of its responsibilities 
for adequate regulation,” the report stated, 
“and, incidentally, as a means of conserving the 
essence of local state autonomy where prac- 
ticable, this commission is now requesting an 
expansion of its staff and the supplementing 
of its powers which, in the judgment of the 
members of the commission, are essential to 
the fulfillment of its responsibilities to the 
public.” 

The commission made no specific recom- 
mendations for legislative action to increase 
or expand its powers, but it is likely that the 
1945 general assembly will be asked to give 
the general matter consideration and specific 
proposals may be presented at that time. 

The commission’s report included financial 
statements of utility companies, statistical in- 
formation regarding utility services, and dis- 
cussions of recent commission rulings. 


Kentucky 


Cooperative Voices Protest 


HE Clark County Rural Electric Codpera- 

tive on December 11th opposed plans of 
Kentucky Utilities Company to build nine 
miles of rural extensions in areas served by 
the codperative on grounds it would interfere 
with long-range REA plans to serve every 
tural home in its territory. 

The state public service commission, after 
hearing the case, took under advisement KU’s 
application to construct 643 miles of rural ex- 
tensions in 64 Kentucky counties to serve 3,923 
additional farm homes. Washington Reed, vice 
president, testified KU proposes to start the 
$739,000 project as quickly as materials are 
available. 

Six rural codperatives intervened against 

KU at the outset, but all of them excepting the 
Clark codperative withdrew after KU volun- 
tarily dropped 24 projects in 17 counties, in- 
volving 61 miles of line. 


“Our future program,” said R. R. Craft, 
attorney for the Clark codperative, “calls for 
full coverage of our territory and all the homes 
in it. We plan to take the lean along with the 
fat. We are unable to see just how this full 
coverage program can be achieved if some 
other electric service company takes out, here 
and there, choice mouthfuls of the territory. 
We ask this commission to preserve our birth- 
right.” 

In cross-examination T. E. Steele, manager 
of the Clark codperative, Squire R. Ogden, 
Louisville, attorney for KU, developed that 
the codperative has no immediate plans to ex- 
tend service to the communities at issue. 

The KU vice president testified his utility 
has no intention of taking electric service to 
the maximum number of farm homes in the 
state. The proposed extensions, Reed con- 
tinued, lie logically within the utility’s territory 
of operation. All of them are interior de- 
velopments. 
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Reed said 70 per cent of the 643 miles and 
90 per cent of the 391 projects could have 
been constructed without a permit from the 
commission under the rule that none is re- 
quired for extensions 3 miles or less in length. 
As a matter of fact, he continued, most of the 
projects already would have been built as a 
matter of routine if the war had not interfered. 


City Purchase Would Ease 
Taxes 


URCHASE of the Louisville Gas & Electric 

Company by the city would save the Louis- 
ville Water Company between $70,000 and $80,- 
000 annually on its power bill and the tax- 
payers 2 per cent of their taxes, Mayor Wilson 
W. Wyatt told the board of directors of the 
water company recently. 


Wyatt estimated the water company is 
spending 8 per cent of its operating cost on 
power, even at a rate of 44 mills, which the 
LG&E had asked the water company to con- 
tinue under contract for two more years. 

This power charge would be eliminated un- 
der municipal ownership of the electric power 
utility, Wyatt told the directors at their year- 
end session. The water company receives the 
“most favorable” power rate from the utility 
outside of the Louisville Railway Company, 
President Henry M. Gerber said. 

Gerber told the board financial affairs of the 
water company have such bright prospects for 
1945 that it may be able to increase its dividend 
to the city’s sinking fund by more than $250,- 
000. 


The water company turned over $1,250,000 
to the city in 1944, ~ 


Louisiana 


Gas Refunds Ordered 


"Piotr pero of natural gas in New Orleans 
and vicinity will receive refunds totaling 
$738,851.02 under terms of an order signed on 
December 5th by three judges of the United 
States Fifth Circuit Court of Appeals, bring- 
ing to a conclusion a lengthy controversy be- 
tween the Interstate Natural Gas Company, 
Inc., and the Federal Power Commission and 
the city of New Orleans over gas rate reduc- 
tions. The order was signed after opposing 
counsel submitted a stipulation to the court 
agreeing to terms set forth in the order signed 
by Circuit Judges Edwin R. Holmes, Leon 
McCord, and Elmo P. Lee. 

Terms of the order were that the New Or- 
leans Public Service Inc. be the agent through 
which consumers in New Orleans will be re- 
funded $645,705.21; that the Public Service be 
given ten days in which to submit a plan for 
distributing the refunds; that all of the money 
be refunded within ninety days; and that any 


money not refunded to consumers during that 
period revert to the court to be held in public 
trust. It provided that the Louisiana Power & 
Light Company be the issuing agency for re- 
funds totaling $93,145.81 due consumers in Al- 
giers and Gretna. The refunds cover the period 
from June 15, 1943. 

Funds totaling $1,541,472.85 were on deposit 
with the court. They had been paid in month- 
ly instalments by the Interstate Natural Gas 
Company since August 2, 1943, when it ap- 
pealed the Federal Power Commission’s rul- 
ings ordering it to reduce rates on natural gas 
piped to New Orleans. The sum was held by 
the court pending settlement of the contro- 
versy. A provision of the appeal was that the 
gas company pay into the court the difference 
between the new rate and the old. 

Warren O. Coleman, special attorney for 
the city of New Orleans, pointed out that the 
court’s order only partially settled the argu- 
ment as several other Louisiana cities also are 
affected by the FPC’s ruling. 


Missouri 


FPC Receives Joint Application 


HE Federal Power Commission recently 

received a joint application filed by the 
Missouri Public Service Corporation, War- 
rensburg, Missouri, and City Light & Traction 
Company, Sedalia, Missouri, for authority to 
consolidate their electric facilities. According 
to the application Missouri Public Service has 
contracted to purchase from Cities Service 
Power & Light Company, parent of City Light 
& Traction, all the outstanding City Light & 
Traction common stock for $1,257,000. Follow- 
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ing acquisition of the stock Missouri Public 
Service proposes to liquidate Light & Traction 
and to acquire all of its assets and assume all 
of its liabilities. The properties to be trans- 
ferred include facilities supplying Sedalia with 
electric and natural gas service and an ice and 
refrigeration plant. 

Missouri Public Service’s acquisition of the 
properties will result in more economical op- 
eration of the systems, located in adjacent ter- 
ritory in central Missouri, and in improvement 
of electrical service to consumers, the applica- 
tion stated. 
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Cities Service Power & Light Company has 
agreed, the application continued, to make a 
capital contribution to City Light & Traction 
by surrendering for cancellation its 6 per cent 
demand promissory notes in the principal 
amount of $1,257,587. Upon cancellation of the 


notes Light & Traction will create a surplus 
of the same amount, which Missouri Public 
Service proposes to utilize by eliminating the 
amounts classified by City Light & Traction 
Company in its electric plant adjustment ac- 
count. 


of 
Nebraska 


Utility Sale Arranged 


4 &.- American Power & Light Company, a 
unit in the Electric Bond and Share Com- 
pany system, on December 12th concluded ar- 
rangements for the sale of its Nebraska sub- 
sidiary, the Nebraska Power Company, to a 
nonprofit corporation organized by citizens of 
Omaha. While the price to be received by 
American Power is subject to many adjust- 
ments, including property additions since 1942, 
it is understood that it will be in the neighbor- 
hood of $14,000,000. 

The Omaha group, composed mainly of lead- 
ing lawyers, announced that the purchase of 
the stock was the first step in a program for 
complete refinancing of the Nebraska utility 
and the ultimate acquisition of the company’s 
properties by public ownership bodies in Ne- 
braska. 

Nebraska Power has been owned since 1917 
by the Bond and Share system. For several 
years various groups and public bodies have 
been negotiating for the acquisition of the 
stock or properties of Nebraska Power. Early 
in 1942, an offer for the company was made by 
the Consumers Public Power District of Ne- 
braska, the basic price for all of the properties 
of Nebraska Power then being $40,680,000, 
with certain adjustments for property addi- 
tions and current position under a specified 
formula. 

The Federal Power Commission on Decem- 
ber 12th said negotiations for the sale by Amer- 
ican Power & Light Company of its stock in 
the Nebraska Power Company “does not re- 
quire the approval of and is not subject to 
regulation by the Federal Power Commission.” 

The statement was contained in a reply toa 
telegram received earlier in the day from 
Mayor Dan B. Butler of Omaha, asking an 
investigation by the FPC. The telegram from 
Butler said: 

“Press reports that American Power & Light 
Company sold its stock in Nebraska Power 
Company to three Nebraska men composing an 


alleged nonprofit group in Chicago yesterday 
[Monday, December 11th] for $1,000,000 and 
that acquisition cost of the Nebraska Power 
Company to people of this community will 
total $44,000,000. 

“As this is greatly in excess of the fair value 
of the property, we protest this alleged sale and 
demand immediate investigation thereof and 
that all steps be taken to prevent promoters 
from carrying out this scheme to unload this 
property on the people at exorbitant price.” 

The city council on December 12th voted to 
adopt an ordinance instituting condemnation 
proceedings against Nebraska Power Company 
properties. The ordinance called for a special 
election on May 15th to vote on whether the 
company’s properties should be condemned. 

The mayor also sent a telegram to the Se- 
curities and Exchange Commission asking for 
an investigation. 

A suit to prevent the sale of Nebraska Power 
Company to a group of Omahans who pro- 
posed to purchase the company under.an escrow 
agreement for the city had been previously 
filed in Omaha. 

The suit was brought by George Woodward, 
editor of a weekly newspaper in a near-by vil- 
lage. Named as defendants were Howard L. 
Aller, president of AP&L, seven directors of 
that company; Guy C. Myers of New York; 
and seven Omahans. 

Mr. Woodward’s petition alleged that Mr. 
Myers, on behalf of the seven Omahans, had 
offered $44,000,000 for all Nebraska Power 
property, or approximately $15,000,000 for the 
common stock owned by AP&L; that a bond 
issue of $48,000,000 to finance the purchase was 
contemplated ; that when the bonds are retired, 
the group would turn the power properties over 
to the city. 

Mr. Woodward’s petition also stated that 
the properties are not worth more than $32,- 
000,000; that the common stock held by AP&L 
is not worth more than $5,000,000; that power 
consumers and taxpayers would be damaged by 
the payment of the “exorbitant” price. 


New Jersey 


Bills Credited 50 Per Cent 


N EW Jersey Power & Light Company, 
whose rates are now subject to the juris- 


diction of a rate adjustment plan approved by 
the state board of public utility commissioners 
a year ago, announced last month that its resi- 
dential and commercial electric customers 
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would receive 50 per cent credit on December 
bills as a result of $129,000 in billing credits 
to be distributed in anticipation of results of 
1944 operations. 

The company, which serves communities in 
Morris, Warren, Hunterdon, and part of 
Passaic counties, added in a statement made 


through the state commission that further re- 
ductions would be available to its consumers 
next spring. 

It stated the December customer dividend 
would be the fifth such billing reduction in the 
last three years, asserting billing credits during 
that period totaled approximately $632,000. 


New York 


Capital Change Planned 


“fagrisce New York Power Corporation, 
Syracuse, notified the Securities and Ex- 
change Commission last month of its plan to 
create an “unearned surplus special” account 
by reducing by $18,039,900 the stated value of 
its outstanding stock. 

‘The account was being set up to satisfy a 
condition in the New York Public Service 
Commission’s order of November 20th per- 
mitting Central New York to sell $48,000,000 
of general mortgage bonds, due in 1974. 

At a board meeting on December 4th, the 
directors decided to call a special stockholders’ 
meeting to ask approval of the plan. 

The state commission’s order required $18,- 
000,000 to be placed in the new account. The 
additional $39,900 “permits restatements of the 
common stock without par value at $11.45 a 
share, in lieu of the former statement of $25 
a share,” the company’s application said. 


Merger Hearings Set 


HE state public service commission last 

month announced it would hold hearings, 
beginning January 16th at Buffalo, on a peti- 
tion for consolidation of four utilities com- 
prising the western district of Niagara-Hud- 
son Power Corporation. 

The companies are Buffalo Niagara Electric 
Corporation, Niagara, Lockport & Buffalo 
Power Company, and Lockport & Newfane 
Power & Water Supply, all operating utilities, 


and Buffalo, Niagara & Eastern Power Cor- 
poration, an intermediate holding company. 

The proposed combination would be known 
as Buffalo Niagara Electric Corporation. 

In connection with the consolidation, the 
companies asked permission to issue $57,340,- 
000 principal amount of 30-year first mortgage 
bonds, a note for $1,000,000, and 350,000 shares 
of 4 per cent preferred stock and 2,764,912 
shares of common stock. 


Bus Fares Cut 


EDUCED bus fares, which it was estimated 
R' would save customers in the Buffalo- 
Niagara Falls area $432,300 annually, were 
scheduled to become effective this month, the 
state public service commission announced. 

Reductions would be made by the Inter- 
national Railway Company of Buffalo, the 
Buffalo Transit Company, Inc.; Erie County 
Motor Coach Lines, Inc.; Red Bus Lines, Inc.; 
and the Grand Island Transit Corporation. The 
biggest slash would be made by the IRC, which 
operates busses in. Buffalo and Niagara Falls. 
Present fares are 10 cents cash, or 3 tokens 
for 25 cents in Buffalo and 2 tokens for 15 
cents in Niagara Falls. Five tokens are to be 
sold for 40 cents in Buffalo and 6 for 40 cents 
in Niagara Falls. 

The commission said the new IRC fares were 
scheduled to become effective January 14th, but 
that they would be put into effect January Ist 
if the company could obtain additional sup- 
plies of tokens by that time. 


Oregon 


Rate Cut Slated 


ITH the last indebtedness on Centralia’s 

$2,000,000 municipal hydroelectric system 
to be retired January Ist, an over-all reduction 
of 12 per cent in rates for city light and power 
users, the decrease going as high as 24 per cent 
for general light customers, was announced 
last month by the city commission. 

The new rate schedule, which Mayor Ray W. 
Sprague termed as “extremely favorable,” 
would be effective with the payment of De- 
cember statements after January Ist. 

Sprague revealed figures showing the new 
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rate setup means an average decrease of 24 
per cent for general city users; a drop of 20 
per cent for general users; and an aver- 
age decrease of 10 per cent for both city and 
light combination customers. Too, a 10 per 
cent discount given to light customers for bill 
payments before the tenth of each month would 
remain effective. 


Utility Sale Approved 


Che's Oregon Gas & Electric Company’s sale 
of its electric utility plant to the West 
Oregon Electric Codperative, Inc., for $130,- 
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000 was approved last month by the Securi- 
ties and Exchange Commission. 

Proceeds from the sale and other assets 
would be paid to the Continental Bank & Trust 


Company of New York, trustee for the first 
lien and general mortgage bonds of the Wash- 
ington Gas & Electric Company, Oregon’s par- 
ent. Oregon will then liquidate and dissolve. 


Pennsylvania 


Strike Heads Lose Plea 


UDGE James Gay Gordon on December 8th 
refused to order the Philadelphia Trans- 
portation Company to reinstate four employees 
who were discharged from their jobs follow- 


ing the transit strike called last August. 

He ruled that the four, who were ring- 
leaders in the walkout, were fired by the Presi- 
dent of the United States, through his repre- 
sentative, after the Army took over the PTC 
on August Ist. 


South Carolina 


City Quits Agreement 


OLUMBIA’S controversial utility purchase, 
as proposed by Sarjem Corporation of 
New York, slipped out of the picture on De- 
cember 6th, though the desire remained to re- 


vive the question of municipal acquisition of 
certain properties. 

The city council voted to appoint a 15-mem- 
ber committee to study and investigate the 
purchase of the properties at a later date. The 
December 12th election was canceled. 


Utah 


FPC Approves Proposals 


HE Federal Power Commission on De- 

cember 11th approved the proposals by 
the Utah Power & Light Company and its 
wholly owned subsidiary, Utah Light & Trac- 
tion Company, to make accounting adjustments 
involving the elimination of $5,674,184 from 
their plant accounts. In response to FPC or- 
ders in 1943 the Utah Power & Light Company 
disposed of $25,973,720 in write-ups by charges 
to surplus, and the Utah Light & Traction 
Company eliminated a write-up of $1,916,077. 
Thus the total adjustments ordered in the two 
companies’ plant accounts amount to $33,563,- 


981. Additional amounts of $1,032,329 repre- 
senting fees paid an affiliate, Phoenix Utility 
Company, and credit amounts of $484,039 rep- 
resenting alleged excess of claimed over ac- 
tual legitimate original cost of licensed proj- 
ects are to be retained in Account 107 pending 
the commission’s further orders. 

In another order announced the same day, 
the commission approved the Utah Power & 
Light Company’s acquisition of the remaining 
facilities of its wholly owned subsidiary, Utah 
Light & Traction Company. Both companies 
are controlled by the Electric Power & Light 
Corporation, a subholding company in the 
Electric Bond and Share system. 


Vermont 


Commission Completes Survey 


"Bey segacne Plumley of the state public serv- 
ice commission recently announced com- 
pletion, by the commission, of a 2-year survey 
of rural electrification in Vermont. In the 
course of the survey, all rural electric lines 
were drawn on town maps, giving the com- 
mission a complete picture, town by town, of 
every farm served by electricity, those to which 
electricity is available, those unserved, and 
those to which electricity is unavailable. Chair- 
man Plumley said a similar statewide survey 
of rural telephone lines would be undertaken. 

The survey recently completed disclosed 


that of the 21,772 farms in Vermont, some 14,- 
970, or 68.8 per cent, are electrified at the 
present time. An additional 6.3 per cent are lo- 
cated within one-quarter of a mile of existing 
lines. Chairman Plumley’s statement contained 
the following postwar forecast: 

“On the basis of a study of its field data our 
commission expects that as soon as the man- 
power and material restrictions imposed by the 
war are removed there should be a prompt 
electrification of an additional 4,000 farms in 
the state. When the latter has been accom- 
plished we will see 93 per cent of Vermont 
farms either electrified or with electricity 
available.” 


JAN. 4, 1945 











aN order of the Arkansas Department 
of Public Utilities reducing rates 
of the Arkansas Power & Light Com- 
pany [55 PUR(NS) 129] was sus- 
tained by the Pulaski Circuit Court, 
which found no error in basing rates on 
prudent investment. A return allowance 
of 6 per cent was not challenged, but the 
company complained that rates should be 
based on present fair value of the prop- 
erty, with full recognition and consid- 
eration of increases in price levels which 
had occurred since acquisition, construc- 
tion, or installation of various electric 
properties. It also contended that the 
rate base was determined without consid- 
eration of values of any kind but was 
rested solely upon the basis of cost, so 
that the order was arbitrary and vio- 
lated the due process clause of the Con- 
stitution. 

The court bore in mind the “well-es- 
tablished premise that the order must be 
judged in respect to its impact as a 
whole.” The company, it was said, is not 
injured when either the rate base or the 
rate of return is too low if the product 
of the two is reasonably adequate to deal 
fairly with the owners of the property. 

The statutes, said the court, do not 
prescribe a specific standard for deter- 
mination of rates or of either rate base 
or rate of return, nor can such deter- 
minations be made by the application of 
any formula or set of formulae. 

Determinations of the department, the 
court continued, involve a proper balanc- 
ing of owner and consumer interests. A 
proper regard for the protection of the 
rights of private enterprise is required, 
but of equal rank is the protection of the 
furtherance of the public interest. 

As to the complaint that the depart- 
ment had considered only cost and had 
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Prudent Investment2Rate Base Upheld 
By Arkansas Court 


resorted to a formula, the circuit court 
replied : 

It must be granted that the company is 
the owner of property and that such prop- 
erty, and not merely an investment in prop- 
erty, is devoted to the public service... . 
The fair value referred to is fair value for 
rate-making purposes, however. This is not 
synonymous with market value and is not to 
be determined either upon the basis of pres- 
ent earnings, the capitalization of prospec- 
tive earning power, or the cost of repro- 
ducing each structure or facility as it now 
stands, in present kind, place, and condition. 


The claim of error, the court conced- 
ed, would be valid if the company were 
restricted to a fair return on original 
cost. As stated by the court: 

Such a basis could not be accepted as the 
measure of the value of the property for 
rate-making purposes under the law of this 
state, both because such cost is that of some 
former owner, a stranger to this proceeding 
and to this system, and because the separate 
items of cost, so aggregated, relate severally 
and only to parts of the interconnected sys- 
tem now under consideration, without rela- 
tion to the whole. 


But the department had rejected this 
basis and determined prudent invest- 
ment, including the amount invested in 
excess of original cost because it repre- 
sented existing and functioning values. 
The department had not failed to con- 
sider “all criteria of value which were 
shown in evidence.” 

The court took judicial notice of the 
fact, as announced in releases of the Se- 
curities and Exchange Commission, 
that since entry of the rate order the 
company had been able to refund its 
bonds at a lower interest rate. This fa- 
vorable reception by investors, the court 
said, negated the idea of confiscation. 
Arkansas Power & Light Co. v. Ar- 
kansas Department of Public Utilities. 
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THE LATEST UTILITY RULINGS 


Employee Profit Sharing As Factor in 
Rate Making 


FS California commission author- 
ized the Los Angeles Railway Cor- 
poration, Pacific Electric Railway Com- 
pany, and Asbury Rapid Transit System 
to reduce passenger fares in the Los 
Angeles territory. This followed the ac- 
tion of the carriers in accepting a city 
proposal for reducing rates for a period 
of one year. 

Pending further commission investi- 
gation no findings were made of rate 
base, rate of return, or depreciation. 

It was said to be apparent from an 
analysis of exhibits presented and of a 
summary of operating results that. the 
carriers’ financial ability to furnish good 
service and their more than satisfactory 
earning position would in no way be im- 
paired by the rate reduction. Objections 
to any reduction in fares were, however, 
voiced by representatives of the railway 
and motor coach carriers’ employees on 
the grounds that such reduction would 
adversely affect certain employees’ 
wages and working conditions. The com- 
mission said : 

The carriers made it clear that they were 
not desirous of having any such effect pro- 
duced and that it was not their purpose or 
expectation to have rate reductions brought 
about at the expense, or partial expense, of 
their employees. This matter is complicated, 
it appears, by certain contracts between the 
carriers and employee unions and by rulings 
made by the War Labor Board. Although 
this commission has no jurisdiction over em- 
ployees’ wages and labor relations, we ex- 
pressed our willingness to use the com- 
mission’s best efforts to assist in bringing 


about any fair and equitable adjustment so 
that salaries, wages, and employment stand- 
ards will in no way be adversely affected by 
justified rate reductions. 


Commissioner Clark, in a concurring 
opinion, referred to a contract between 
union and management which provides 
for employee bonuses based on pas- 
senger revenue. He considered it both 
important and timely for the commis- 
sion to go on record and emphasize that 
the presence of bonus agreements must 
not influence or deter the commission in 
considering and making any and all rate 
adjustments to which utility customers 
may be properly entitled. 

He said that fair and reasonable 
wages, as well as favorable working con- 
ditions, are important factors in the 
successful and efficient operation of any 
utility, and the commission should at all 
times maintain a liberal attitude in rec- 
ognizing as operating expenses charges 
properly relating thereto. Nevertheless, 
he continued, rate reductions should be 
made when the over-all operating results 
of a utility warrant it. 

Commissioner Rowell, in a concurring 
opinion in which he was joined by 
Commissioner Craemer, said that state- 
ments indicating that the commission 
should inject itself into a utility’s wage 
agreement negotiations and proceedings 
before the War Labor Board appeared to 
be inappropriate. Re Pacific Electric 
Railway Co. et al. (Decision No. 37318, 
Cases Nos. 4736, 4737). 


7 


Water-softening Service Held to Be 
A Public Utility 


N application by the city of Stough- 
ton for authority to discontinue in- 
dividual water-softening service was 
denied by the Wisconsin commission in 
a proceeding in which the commission 
held that this constituted public utility 
service. 
The state commission based its rul- 
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ing on the fact that the city as a water 
public utility had undertaken to furnish 
the service to all customers who desired 
it, within the reasonable limits of the wa- 
ter department’s ability to provide the 
service. The commission therefore had 
jurisdiction. 

The city derives its water supply 
JAN. 4, 1945 
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from deep wells, and the water has ap- 
proximately 21 grains of hardness per 
gallon. Some customers have their own 
water softeners. In 1940 the water de- 
partment began furnishing an individual 
water - softening service by means of 
softening units which were replaced 
once a month or oftener with units re- 
generated at the central station. One 
hundred thirty-five customers were re- 
ceiving the service, and there was a wait- 
ing list of thirty customers. 

The application for authority to dis- 
continue the service was filed because of 
a man-power shortage, because the soft- 
ening units were corroding and could 
not be replaced during the war, and be- 
cause a loss was being experienced in 


furnishing the service. The commission 
held, however, that the evidence did not 
indicate that the man-power shortage 
was a substantial reason for the proposal 
to discontinue. 

It was said further that because the 
service could not be extended to new 
customers was no reason for discontinu- 
ing service to existing customers. The 
fact that the water department was not 
making a profit on the individual water- 
softening service did not justify the con- 
clusion that the city should be permitted 
to abandon the service, since there were 
other remedies which should be ex- 
hausted or found inadequate before 
abandonment. Re City of Stoughton 
(2-U-1998). 


e 


Refinancing of Company Selling Its 
Municipality 


Properties to 


bers California commission author- 
ized the Market Street Railway 
Company to sell its operative properties 
in the city and county of San Francisco 
to the city and county, to issue a promis- 
sory demand note not to exceed $2,000,- 
000, and to cease to engage in the public 
utility business. This followed the 
voters’ approval of acquisition of the 
property, authorization of the sale by the 
board of directors of the company, and 
approval and consent by the holders of 
more than two-thirds of the company’s 
outstanding stock. 

Since the company intended to use the 
proceeds of a demand note to pay in part 
its outstanding bond and note issues, 
such payment, the commission said, 
might be deemed a refunding of indebt- 
edness, which, without commission 
authorization, would be prohibited by § 
52 of the Public Utilities Act, although 
the commission had previously taken the 
position that it has no jurisdiction over 
the issue of demand notes. Authoriza- 
tion for its issuance was granted in or- 
der to avoid the raising of any question 
as to validity. 

The company was required to transfer 
the properties free and clear of all 
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claims, liens, and encumbrances. There- 
fore, it was necessary to redeem out- 
standing mortgage bonds, and the down 
payment of $2,000,000 on a purchase 
price of $7,500,000 would not be enough 
to pay the bonds. This necessitated the 
demand note. 

A protest to granting of the applica- 
tion was filed by various claimants 
against the company, who alleged that 
granting of the application for approval 
of the sale under the conditions stated 
would enable the company to render it- 
self insolvent and that they would be 
hindered and delayed in any attempt to 
collect moneys due them should they re- 
cover judgments in pending court ac- 
tions. The commission dismissed these 
protests, stating that it had no authority 
to refrain from approving the acquisi- 
tion of a utility property by a municipal- 
ity, under the circumstances presented, 
merely because some dispute might arise 
between claimants to the assets of the 
continuing nonutility corporation. 

The commission denied that it had 
jurisdiction to determine what disposi- 
tion should be made of the assets of a 
corporation after it is permitted to cease 
its public utility operations. There was 
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testimony showing the company’s inten- 
tion to pay all of its indebtedness. 
Transfer of the properties to the city 
was held to be in the public interest in 
that it was the only means at hand for 
improving public transportation service. 
By consolidating the company’s opera- 
tive properties with the city railway 


properties better utilization could be 
made of the facilities, universal trans- 
fers would be issued, unnecessary serv- 
ice could be abandoned, new service 
added, and additional equipment pur- 
chased. Re Market Street Railway Co. 
(Decision No. 37350, Application No. 
2632). 


e 


Appeal in Rate Case Denied When Utility 
Continues Lower Rates 


fee supreme court of Pennsylvania 
refused to pass on rulings by the 
state commission, on appeal from a 
judgment of the superior court, where 
the questions involved had become moot 
because the company continued existing 
rates in effect and no longer sought an 
increase. The Philadelphia Transporta- 
tion Company, in 1941, had filed tariffs 
increasing rates. Objection was made by 
the city of Philadelphia, and the commis- 
sion suspended the tariffs and after an 
investigation concluded that existing 
rates were just and reasonable. 

The transportation company appealed 
to the superior court. This court held 
that the commission had valued the com- 
pany’s property inadequately, and it 


raised the valuation and also the rate of 
earnings allowable. There had been no 
change in rates because earnings had in- 
creased during the war period. The 
court said: 


With the existing rates remaining in ef- 
fect, it is of no legal consequence in this 
proceeding, that the commission and the 
learned court differed in their valuations or 
in the permissible rate of earnings thereon. 
No useful purpose can be served by allow- 
ing the appeal for the discussion of these 
subjects. If, in the future, increased rates 
are proposed, such matters may become 
relevant; a review now would be merely 
academic. 


Philadelphia Transportation Co. v. Penn- 
sylvania Public Utility Commission et al. 


39 A(2d) 372. 


7 


Temporary Rate Discount Approved 


HE Coast Counties Gas & Electric 
Company was directed by the Cali- 
fornia commission to file electric and 
natural gas schedules providing for a 
temporary discount of 15 and 21 per cent, 
respectively, to be applied to all customer 
bills in excess of the minimum charge. 
The reduction had been agreed upon by 
representatives of the company in an in- 
vestigation upon the commission’s own 
motion. The commission reserved the 
right to establish other reasonable rates 
at any time after a hearing. 
Without making a specific finding of 
a rate base, it appeared that there would 
be substantial increases in rates over the 
preceding year. Such increases, the 


commission said, must be looked upon as 
more than normal and as reflecting in 
part added growth in load due to war 
conditions. Commissioner Sachse said: 


It is my view that the record not only 
clearly justifies the proposals herein re- 
viewed, but that the somewhat expedited 
procedure adopted in this case is fully war- 
ranted when the utility has declared its will- 
ingness to make a very substantial reduction 
in its rates, which can immediately be made 
effective for the benefit of its customers 
without the necessity of protracted rate case 
hearings. The unusual problems of this un- 
precedented period and the difficulty of fore- 
casting future economic conditions should 
not deter us from making the necessary and 
reasonable rate adjustments, upward or 
downward, that can be justified at this time. 
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Commissioner Rowell, in a dissenting 
opinion, said that the decision did not 
fully reveal facts which customers had a 
right to know. The rate cut, he said, ac- 
tually bore little relation to the excess in 
net revenue; it was approximately seven 
times that amount. 

Such a result, he continued, would not 
in other times have been the consequence 
of a finding of too high net earnings by 
that amount. It was a consequence only 
of the peculiar Federal tax laws in ef- 


fect. Net revenue would be reduced by 
only a nominal sum, while the loss to the 


Federal Treasury would be nearly six § 


times as much. 

He said the objective should be to se- 
cure rate stability, not to promote wide 
rate fluctuations. 

Abnormal reductions, Commissioner 
Rowell said, lead inevitably to abnormal 
increases. Re Coast Counties Gas & 
Electric Co. (Decision No. 37336, Case 
No. 4738). 


e 


Objections by Cooperative to Company’s Liberalized 
Extension Rules Rejected 


Hex: that it is in the public inter- 
est to make electric service avail- 
able to as many rural dwellers and agri- 
culturalists as possible, the California 
commission approved a revision of rules 
and regulations on electric line exten- 
sions submitted by the Pacific Gas and 
Electric Company. Counsel for a codp- 
erative protested on the ground that the 
company’s purpose was principally for 
“knocking out” two codperatives in 
California. 

Counsel for the company asserted that 
it was not only his company’s right but 


its legal obligation to extend lines and 
render service to all who may apply in 
accordance with established principles. 
He further pointed out that authoriza- 
tion of the extension rules would in no 
manner obligate any codperative member 
or anyone else to take service from the 
company, but it would make it possible 
to have line extensions built in marginal 
unserved pockets and sections of terri- 
tory not fully served to the distinct bene- 
fit of those people. Re Pacific Gas & 
Electric Co. (Decision No. 37324, Case 
No. 4735). 


es 


Other Important Rulings 


HE California commission, in au- 

thorizing the issuance of bonds for 
refunding outstanding bonds, paying a 
temporary loan, and reimbursing the 
treasury because of income invested in 
properties, held that the properties and 
earnings warranted this issuance sincethe 
bonds would equal about 52 per cent of 
charges to plant account, less deprecia- 
tion reserve, and net earnings, after de- 
preciation and before bond interest, were 
shown at about 4.3 times interest charges 
on the bonds. Re California-Pacific 
Utilities Co. (Decision No. 37221, Ap- 
plication No. 26199). 


The California commission, in author- 
izing the transferee of a truck right to 
issue stock, disallowed certain items, in- 
cluding reimbursement to the present 
vendor of the cost of acquiring the right 
in a prior transfer proceeding, expenses 
incurred in establishing such right in the 
prior transfer proceeding, and duplica- 
tions of proposed expenditures for sta- 
tionery, legal services, and cash. The 
commission held that these were not a 
proper foundation for issuance of the 
securities. Re A-B-C Transfer & Stor- 
age Co. Inc. et al. (Decision No. 37359, 
Application Nos. 26190, 26191). 


Note.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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NEW YORK PUBLIC SERVICE COMMISSION 


Re Brooklyn Borough Gas Company 


Case 11315 
November 2, 1944 


i by gas utility company to make temporary increase 


in rates; granted in modified form. 


Valuation, § 194 — Property used and useful — Accounting determination. 
1. The portion of property to be considered used and useful must be de- 
termined when a rate question is involved although units of property par- 
tially used and useful in the service of the public may have been includable 
in the account “Gas Plant in Service” in an accounting proceeding, p. 12. 
Valuation, § 231 — Property devoted to merchandising and jobbing. 
2. Property devoted to merchandising and jobbing activities should be 
deducted from original cost in determining a rate base, p. 13. 
Valuation, § 212 — Plant held for future use. 
3. Property that has not been used for many years should not be included 
in the rate base where there is no prospect of immediate use, p. 14. 
Valuation, § 104 — Accrued depreciation — Reserve relating to excluded 
property. 
4. Depreciation reserve reflecting actual depreciation existing in utility 
property must be modified, in determining a rate base, where the reserve 
includes depreciation on property devoted to merchandising and jobbing 
activities that has been excluded from the rate base, p. 16. 
Valuation, § 104 — Accrued depreciation — Revision for retirements — Plant 
held for future use. 
5. A charge to depreciation reserve for the retirement of property pre- 
viously classified as gas plant held for future use should be restored to the 
reserve in determining accrued depreciation, since the balance in the re- 
[1] 1 56 PUR(NS) 
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serve is accumulated for retirement of property in service—not for prop- 
erty held for future use, p. 16. 


Valuation, § 104 — Accrued depreciation — Adjustment of reserve. 
6. The amount of depreciation accrued for property transferred from gas 
plant in service to gas plant held for future use should be eliminated from 
depreciation reserve in determining accrued depreciation, p. 16. 


Valuation, § 331 — Going value. 


7. No allowance should be included in a rate base for going value where 
no proof of such value is offered and where the only item bearing any 
resemblance to the element of going value, assigned to account “Other 
Intangible Capital” in an earlier proceeding, has been written off the books, 
p. 16. 


Valuation, § 251 — Contributions in aid of construction. 
8. Contributions by customers in aid of construction, when nonrefundable 
and bearing no interest, should be deducted in determining the rate base, 
where the full cost of the property represented by these contributions is 
included in original cost of plant devoted to the service of the public and 
where there is no proof as to the ownership of gas services partly located 
on private property, p. 17. 


Valuation, § 289 — Working capital — Elements. 
9. Working capital of a gas company should include the average amount 
of funds advanced for expenditures during the period from the date of 
furnishing service until it is reimbursed by consumers, materials and sup- 
plies, prepayments for insurance and other items paid in advance, and a 
reserve cash fund ordinarily used for emergency purposes, with a deduc- 


tion for accounts payable and amounts collected in advance for tax pur- 
poses, p. 19. 


Valuation, § 302 — Materials and supplies — Construction materials. 
10. Construction as well as operating materials should be included in the 
allowance for materials and supplies, as part of working capital, where a 
company does not capitalize interest during construction on such materials 
issued from stock, p. 19. 


Valuation, § 289 — Working capital — Materials and supplies — Merchandising 
and jobbing. 
11. Working capital and materials and supplies relating to merchandising 
and jobbing activities should be excluded in determining a proper allow- 
ance for working capital as part of the rate base, p. 19. 


Expenses, § 85 — Payments to affiliate — Termination of affiliation. 
12. The question whether a gas company which has bought coke from an 
affiliate makes payments which include a profit which might be contrary 
to the requirements of the Holding Company Act, and, therefore, might 
require an adjustment in operating expenses, is only of academic interest 
following the sale of the parent company’s common stock holdings of the 
gas company, p. 29. 


Expenses, § 71 — Maintenance — Estimates — Nonrecurring charges. 


13. Mere variations in maintenance costs do not necessarily mean that 
charges for abnormal items are included therein, although maintenance 
charges must be examined to eliminate unusual and nonrecurring items; a 
substantial period should be examined instead of making a comparison of 
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costs in one year with the immediately preceding year or in one month with 
other months within the same year, p. 39. 


Expenses, § 71 — Maintenance— Fluctuations — Abnormal conditions. 
14. Mere fluctuations in maintenance cost should not be considered abnor- 
mal charges in one year as compared with another year when, during an 
abnormal war period, a company is required to increase the use of its 
plant facilities, with a resulting increase in maintenance cost, p. 39. 


Expenses, § 9 — Supervision and engineering — Relation to number of 
employees. 
15. A claim for additional expense of supervision and engineering in gas 
distribution should not be reduced because of a reduction at the end of 
the year in the number of employees classified as distribution employees, 
since distribution, supervision, and engineering charges do not vary with 
the number of employees at the end of the year, p. 40. 


Expenses, § 125 — Gas utility — Services on customers’ premises. 
16. Increased expenses of a gas utility for services on customers’ premises 
during a war period, when new appliances are not available, should not be 
disallowed on the ground that all appliances will have been placed in proper 
condition before long and the charges for this service in the future should 
then be less, p. 41. 


Expenses, § 80 — Merchandising and jobbing activities. 
17. Losses incurred in merchandising, jobbing, and contract work, as well 
as expenses pertaining to this work, such as insurance, injuries and dam- 
ages, welfare expenses, pensions, and maintenance of general plant charged 
to various administrative and general expense accounts, should be elimi- 
nated from operating costs for the purpose of rate making, p. 42. 


Expenses, § 63 — Tax litigation — Past charges. 
18. The expense of special services in connection with litigation involving 
real estate taxes for prior years should not be allowed as an operating 
expense in fixing future rates, where, if a refund to the company should 
result, it would be credited to earned surplus and the consumers would 
receive no benefit, p. 43. 


Expenses, § 63 — Legal expense — Labor and wage problems. 
19. Charges for legal services should not be reduced as an operating ex- 
pense on the ground that past expenditures for services relating to collec- 
tive bargaining activities with union employees and in matters pertaining 
to labor and wage problems will not recur, in view of Federal and state 
regulation of wages and salaries, interpretations of rulings, and negotiation 
of union contracts which are likely to continue in the future, p. 43. 


Expenses, § 89 — Regulatory Commission expenses — Nonrecurring. 
20. An increase in costs for regulatory activities as the result of a pending 
rate case should be excluded from expenses for the purpose of fixing rates 
for the future where, after conclusion of the present case, similar costs 
will not again be incurred unless other regulatory proceedings are inaugu- 
rated, which is highly problematical, p. 44. 


Depreciation, § 16 — Basis — Exclusion of merchandising and jobbing. 


21. Charges for annual depreciation expense, representing actual depre- 
ciation accruing in a gas company’s property, should be reduced to exclude 
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annual depreciation expense pertaining to merchandising and jobbing 
properties excluded from the rate base, p. 44. 


Expenses, § 80 — Taxes on merchandising property. 
22. Taxes relating to property of a gas company used in merchandising and 
jobbing operations should be eliminated from operating costs for rate-making 
purposes, p. 45. 


Expenses, § 95 — Salaries and wages — Wage increase. 
23. An allowance for expense of salaries and wages in fixing rates for the 
future should be increased over the amount for the preceding year, where 
the War Labor Board has approved and ordered a wage increase and there 
will be increases based upon promotions and job classifications, p. 45. 


Expenses, § 114 — Federal income tax — Estimates. 
24. Federal income tax for the future must be computed by considering 
not only adjustments to operating income which have been made in a rate 
case, but also any contemplated changes in nonoperating income and income 
deductions which are deductible for income tax purposes but not considered 
in determining operating income for rate-making purposes, p. 47. 


Expenses, § 114 — Federal income tax — Dividend credit. 
25. Stockholders of a gas company should not be penalized by reduction of 
Federal income tax allowance because the company has participating stock 
outstanding rather than ordinary preferred stock, with the result that the 
credit for dividends paid on preferred stock is disallowed in computing sur- 
tax, where the present tax law was enacted long after the preferred stock 
was issued, p. 47. 


Expenses, § 114 — Federal income tax — War increases. 
26. Increments added to Federal income tax because of war should not be 
disallowed and only the highest corporate tax prevailing during a prewar 
period be allowed as a part of operating cost, p. 48. 


Return, § 26 — Factors affecting reasonableness — Current cost of money. 
27. Current cost of money to a utility is most important in considering the 
reasonableness of return allowance where there has been an appreciable de- 
cline in returns on investments, p.50, 


Return, § 49 — Reasonableness — War conditions. 
28. What a fair rate of return may be in normal times is no criterion as 
to what is a fair rate of return during a war period when operating costs 
have been increased ; it is neither appropriate nor just and proper that all 
increases should be passed on to the consumers, nor should the stockholders 
of the company have to bear the full burden of the increases, p. 53. 


Rates, § 1 — Impact of temporary increase — Gas cost — Minimum bills. 
29. A temporary gas rate increase necessitated by increased gas production 
cost should be spread over the quantity of gas sold and not applied to all 
rates, including minimum bills, by a percentage increase, p. 55. : 


Expenses, § 126 — Gas utility — Fuel costs. 


Discussion of the costs of boiler fuel, water gas generator fuel, and oil for 
water gas during a period of increased prices authorized and directed under 
regulatory action of the Office of Price Administration, p. 27. 
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RE BROOKLYN BOROUGH GAS CO. 


APPEARANCES: 
Counsel, Sherman C. Ward, Acting 
Counsel, and Philip Halpern, Coun- 
sel (by George E. McVay and Mar- 
tin J. Eagan, Assistant Counsels), 
New York city, for the Public Serv- 
ice Commission; Whitman, Ransom, 
Coulson & Goetz (by Colley E. Wil- 
liams), New York, Attorneys, for 
Brooklyn Borough Gas Company; 
Mary E. Dillon, Coney Island, Brook- 
lyn, President, Brooklyn Borough 
Gas Company; Ignatius M. Wilkin- 
son, Corporation Counsel (by Harry 
Hertzoff and Francis J. Bloustein As- 
sistant Corporation Counsels), New 
York city, for the city of New York; 
Harry R. Booth, Utilities Counsel 
(by Robert S. Keebler and Howard 
S. Guttman, Attorneys), Washing- 
ton, D. C., for the Office of Economic 
Stabilization and the Office of Price 
Administration; Arthur L. Stein, 


New York city, President, National 
Electric Service Corporation, appear- 
ing for F. W. Woolworth Company, 
New York city. 


ARKWRIGHT, Commissioner: The 
Brooklyn Borough Gas Company, 
claiming that its financial status and 
credit standing were seriously im- 
paired as the result of increased op- 
erating costs due to the increases in 
prices for gas manufacturing mate- 
rials, and wages paid for labor, and 
because of higher taxes, issued and 
filed revised tariff schedules with the 
Commission on September 16, 1943. 
The proposed schedules provided for 
a 5 per cent increase in the company’s 
rates and charges for gas service, and 
were to have become effective on Oc- 
tober 16, 1943, for a period of one 
year. 


Gay H. Brown, — 


Fully aware that an increase in 
rates under conditions existing during 
the period of national emergency 
would seriously affect the interest of 
the public, especially the interests of 
the company’s customers, the Com- 
mission, by order dated October 7, 
1943, suspended operation of the pro- 
posed schedules to and including Feb- 
ruary 11, 1944. The same order orig- 
inated this proceeding and directed 
that hearings be held to inquire into 
the propriety and reasonableness of 
the rates and charges included in the 
new schedules. 

At the first hearing, on October 29, 
1943, the company requested that the 
order of October 7, 1943, be rescinded 
and the new rate schedules permitted 
to become effective under § 113 of the 
Public Service Law. This motion 
was denied at the following hearing 
and the taking of further testimony 
and evidence in support of the pro- 
posed increase was continued. There- 
after the hearings became more pro- 
tracted than had been anticipated, and 
it was impossible to pass upon the jus- 
tification of the proposed increase 
within the period originally contem- 
plated. As a result, the Commission 
further suspended the filed schedules 
to and including August 11, 1944, by 
order dated February 1, 1944. On 
August 2, 1944, the petitioner con- 
sented to a further suspension until 
October 11, 1944. The hearings now 
having been closed and briefs filed, the 
record will be reviewed, and a final 
determination made. 

Before proceeding to analyze the 
testimony and evidence, a further 
modification of the company’s proposal 
must be considered and passed upon 
in this memorandum. When it be- 
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came apparent that a substantial por- 


tion of the period in which the pro- 
posed rates were to be effective would 
expire before a decision could be 
reached, the company filed a petition 
dated January 21, 1944, requesting 
the Commission to permit and ap- 
prove the filing of further amendments 
to its tariff schedules, so as to provide 
that the 5 per cent increase in rates, 
if granted at the conclusion of the 
hearings, be allowed to remain in op- 
eration for a period of one year from 
the effective date of the increase. Coun- 
sel for the city of New York was the 
only party of interest who offered an 
objection to this petition. However, 
he did not discuss the issue in-his brief 
filed after hearings had been closed. 
This petition will be considered further 
in this memorandum after a determi- 
nation has been made as to the pro- 
priety of the proposed increase. 

The first hearing in this proceeding 
was held on October 29, 1943, and, on 
March 24, 1944, after ten additional 
hearings, the record was closed. Short- 
ly thereafter, at the request of the cor- 
poration counsel, the case was re- 
opened and additional evidence on two 
matters was received at a hearing on 
May 8, 1944. When on the latter date 
the case was finally closed, the record 
consisted of 1,597 pages of testimony 
and 55 exhibits, of which 52 had been 
received in evidence. In addition, the 
quarterly and annual reports filed by 
the company with this Commission 
were by reference, without being in- 
cluded as exhibits, made a part of 
the record. 

The only evidence submitted at the 
hearings other than on behalf of the 
company, was by a witness who pre- 
sented testimony on two subjects for 
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the Office of Economic Stabilization, 
through its representative, the Office 
of Price Administration. The right 
of these. Federal agencies to partici- 
pate in this and other utility rate pro- 
ceedings during the period of the ex- 
isting national emergency is found in 
the amendment of October 2, 1942, to 
the Emergency Price Control Act. 
This amendment provides that a pub- 
lic utility cannot increase its rates or 
charges over those in effect Septem- 
ber 15, 1942, unless it first gives 
thirty-days’ notice to the President of 
the United States, or to the agency 
designated by the President, and then 
permits such agency to intervene and 
appear before the authority having ju- 
risdiction to consider and pass upon 
the proposed increase. 

As required by the provisions of 
the amendment, on September 14, 
1943, the Brooklyn Borough Gas 
Company notified the Office of Price 
Administration of its proposal to in- 
crease its rates and charges over those 
in effect on September 15, 1942. Im- 
mediately after this notification the 
Office of Price Administration, under 
date of September 27, 1943, filed a pe- 
tition with this Commission asking 
permission to intervene in the pro- 
ceeding, and this request was granted 
on October 11, 1943. Thereafter 
Counsel for the Office of Price Admin- 
istration attended all the hearings in 
the same capacity and with the same 
rights as all other parties of interest, 
cross-examined witnesses, offered tes- 
timony on behalf of the agencies, and 
filed a brief at the close of the hear- 
ings. 

Rates 
The four rate schedules now in ef- 


fect, 1 
increé 
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fect, to which the company’s proposed 
increase would apply, are as follows: 


Residential—Religious, S. C. No. 1 
(per meter per month) 
First 0 cu. ft. or less 
Next 2,600 cu. ft. per 100 cu. 
Next 3,000 “ 
Next 3,800 “ 
All over 9,900 “ 
Minimum charge 
General Service, S .C. No. 2 
(per meter per month) 
First 00 cu. ft. or less 
Next 4,500 “ “ per 100 cu. 
All over 5,000 “ “ per 100 “ 
Minimum charge 
Heating Service, S. C. No. 3 
(per meter per month) 
First 500 cu. ft. or less $ 
Next 2,600 cu. ft. per 100 cu. ft. 
All over 3,100 “ “ per 100 “ “ 
Minimum charge during each month, 
October to May, both inclusive ... 
Minimum charge other months 
Wholesale Service, S. C. No. 4 
(ber meter per month) 
First 500 cu. ft. or less | 
All over 500 cu. ft. per 100 cu. ft. 084 
Minimum charge 43.08 
For all practical purposes the rates 
under Service Classification Nos. 1, 
2, and 3 became effective November 
20, 1939; minor modifications in the 
provisions relating to prepayment 
meters being made effective on Octo- 
ber 1, 1942. Service Classification 
No. 4 has been in effect without 


change since January 1, 1932. 

The rates under Service Classifica- 
tion No. 2 are available to any cus- 
tomer using gas for any purpose, but 
customers using gas for residential or 
religious purposes are billed under 
Service Classification No. 1. Rates 
under the latter schedule are lower 
than those under Service Classifica- 
tion No. 2 for all gas consumed in ex- 
cess of 3,100 cubic feet per month. 
Service under each of these schedules 
is terminable by a customer on three 
days’ written notice. 


The existing rates under Service 


Classification No. 3 are applicable to 
service for heating houses or build- 
ings exclusively by gas when a mini- 
mum revenue is guaranteed during 
the heating season—from October to 
May, both inclusive. This schedule 
also embraces gas used for water heat- 
ing, air conditioning, and other do- 
mestic or religious purposes in places 
heated exclusively by gas; service is 
for a period of one year and thereaft- 
er unless terminated by the customer 
on thirty days’ written notice. 

Service Classification No. 4 is avail- 
able to industrial users of gas who 
agree in advance to use not less than 
50,000 cubic feet in each month and 
to pay a monthly minimum charge of 
$43.08. Service under this schedule 
is for a period of one year and there- 
after unless terminated by the custom- 
er on thirty days’ written notice, but 
if at the time of the termination of the 
contract the customer has used gas 
during two of the calendar months 
June to September, inclusive, in the 
contract year, he is required to pay the 
minimum bill for each month of the 
year. 


History 


The Brooklyn Borough Gas Com- 
pany was incorporated February 21, 
1898, under the Transportation Cor- 
porations Law of the state of New 
York. From its manufacturing gas 
plant located at West 12th street and 
Coney Island creek, with a rated ca- 
pacity of 13,450 thousand cubic feet 
per day, the company serves nearly 
90,000 customers in the 31st ward of 
the borough of Brooklyn. The early 
history of the company, its develop- 
ment, outstanding securities, and con- 
trol were reviewed in the memoran- 
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dum adopted by the Commission on 
July 2, 1937, 21 PUR(NS) 353 — 
the prior rate proceeding (PSCR 
1937, 725) to which reference is now 
made. - Reference is also made to the 
memoranda adopted by the Commis- 
sion on March 5, 1940, in the capital- 
ization proceeding (Case 9994), cov- 
ering the refunding of the company’s 
mortgage bonds at a lower rate of in- 
terest, and in the accounting proceed- 
ing (Case 10131) adopted on May 12, 
1941 (PSCR 1941, 421), in both of 
which the adjustments made by the 
company to its accounts and records, 
in order to conform to the Commis- 
sion’s requirements, were outlined and 
discussed in considerable detail. 


Corporate Control 


In the memorandum in the prior 
rate proceeding (Case 7908B), de- 
cided on July 2, 1937, supra, it was 


pointed out that the corporate control 
of the Brooklyn Borough Gas Com- 
pany at December 31, 1935, rested 
with the Koppers Company, a Mas- 


sachusetts Voluntary Association, 
through an involved relationship. At 
that time all outstanding common 
stock of the company except 428 
shares was owned by ten subsidiary 
companies of the Koppers Gas and 
Coke Company (each owning less 
than 10 per cent), which in turn was 
controlled through stock ownership by 
the Koppers Company of Delaware; 
the voting stock of the latter company 
being owned by the Koppers Com- 
pany. Under this arrangement the 
Koppers Company evaded the prohibi- 
tion against holding 10 per cent of 
the stock of a gas company without 
the approval of the Commission. Since 
the memorandum in Case 7908B, 
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supra, was adopted, however, two im- 
portant and significant changes have 
taken place in the ownership of the 
company’s stock. 

In the first place, the Koppers Unit- 
ed Company, which was the former 
Koppers Company, acquired 39,632 
shares of the 40,000 shares of no-par 
common stock of Brooklyn Borough 
Gas Company actually issued and out- 
standing. Permission to acquire and 
hold this stock was granted the Kop- 
pers United Company by an order of 
the Commission dated August 5, 1942, 
in Case 10874. By this action, the 
evasion of the Koppers system to the 
prohibition of holding 10 per cent of 
the stock of an operating utility with- 
out the approval of the Commission 
was also discontinued. But this 
change in ownership, which was mere- 
ly within the corporate structure of 
the Koppers system did not modify to 
any extent the affiliated company rela- 
tionship which had existed for some 
time past between Brooklyn Borough 
Gas Company and the Koppers inter- 
ests with respect to other transac- 
tions in which the interests of the con- 
suming public were involved. 

It will be recalled that in the mem- 
orandum in Case 7908B, supra, it was 
shown that Koppers Gas and Coke 
Company and its affiliates had sold 
substantial quantities of coke to the 
gas company, but that the corporate 
relationship between these two com- 
panies necessitated careful scrutiny, 
not only of transactions involving the 
sale of such coke but also of all other 
transactions affecting the interests of 
the company. It was pointed out that 
the companies could not deal at arm’s 
length and were, no doubt, in a posi- 
tion to enter into agreements which 
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might be detrimental to the interests 
of the gas company’s customers. Aft- 
er reviewing the testimony in that pro- 
ceeding, the conclusion reached was 
that due to the existing affiliated rela- 
tionship, as well as the fact that the 
company had not fulfilled the burden 
of proof imposed by law in establish- 
ing the reasonableness of the cost of 
coke used for gas manufacturing pur- 
poses, the amount charged to operat- 
ing expenses for coke consumed in 
1935 was excessive to the extent ot 
$15,000. The Brooklyn Borough Gas 
Company has continued to purchase all 
of its coke requirements from a sub- 
sidiary of the Koppers United Com- 
pany, and in the present proceeding 
the question was again raised as to 
the reasonableness of the amount 
charged to operating expenses for this 
product. 

Counsel for the OPA raised the is- 
sue as to whether the Koppers Com- 
pany was a registered holding com- 
pany under the Public Utility Holding 
Company Act of 1935, and whether 
the sales of coke to Brooklyn Borough 
Gas Company were subject to the pro- 
vision of the act which provides that 
a parent company cannot serve a sub- 
sidiary at a profit and that all rela- 
tionships in the way of service, wheth- 
er for merchandise or other activities, 
must be furnished at cost. Counsel 
for the city of New York also ques- 
tioned the reasonableness of the cost 
of coke. He contended that the price 
paid the Koppers United Company 
should be disregarded and that the 
amount includable in operating ex- 
penses for coke consumed should not 
exceed the price paid by Koppers for 
coke which it purchases from another 
affliate—the Brooklyn Union Gas 


Company. The evidence in Case 
7908B, supra, it will be recalled, 
showed that Koppers interests owned 
approximately 24 per cent of the com- 
mon stock of Brooklyn Union Gas 
Company, and that they purchased the 
entire coke output of the latter com- 
pany. This relationship continued to 
exist until shortly before the last hear- 
ing in this proceeding was held. 

Although each of these issues will 
be discussed further in connection 
with the allowable coke production 
costs of Brooklyn Borough Gas Com- 
pany, there was a recent change not 
only in the ownership of the common 
stock of Brooklyn Borough Gas Com- 
pany but also in the corporate rela- 
tionship between the Koppers system 
and Brooklyn Union Gas Company 
which has a direct and pertinent bear- 
ing on these questions. 

At the last hearing, on May 8, 
1944, the company presented testi- 
mony and evidence to the effect that 
Koppers United Company had di- 
vested itself of its entire holdings in 
the common stock of Brooklyn Bor- 
ough Gas Company. A certified 
statement listing the names of the new 
stockholders was presented by an em- 
ployee in charge of the stock transfer 
division of the Title Guaranty and 
Trust Company, who testified that the 
names appearing on the tabulation 
were those of the common stockhold- 
ers of record as of April 29, 1944, and 
that no transfers had taken place be- 
tween that date and May 8, 1944. An 
examination of the list discloses that 
the Koppers United Company does 
not appear as the owner of any shares 
of Brooklyn Borough Gas Company’s 
common stock. 
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At or about the time Koppers inter- 
ests disposed of its Brooklyn Borough 
Gas Company common stock holdings, 
these interests also sold the common 
stock of Brooklyn Union Gas Com- 
pany which they owned. In divesting 
itself of the common stock holdings in 
these two operating utilities, the Kop- 
pers Company severed all corporate 
relationship with these companies and 
the claimed affiliation between them 
no longer exists. 


Comparative Balance Sheets 


Unlike many privately owned util- 
ity companies, the financial status of 
Brooklyn Borough Gas Company as 
reflected by its reported balance sheet 
is not subject to the usual criticisms of 
overcapitalization or deficiencies in 
reserves, and thus requires little com- 
ment. As pointed out in the memo- 
randum in the accounting proceeding 
adopted by the Commission on May 
12, 1941, the company had adjusted 
its accounts and records as of Decem- 
ber 31, 1940, to conform in all re- 
spects to the principles established in 
the uniform system of accounts pre- 
scribed by this Commission, except in 
three instances. One related to capi- 
tal stock expenses, another to the de- 
ficiency in the depreciation reserve, 
and another to an overstatement of re- 
tirements. In 1941 the necessary en- 
tries to adjust for these three items 
were recorded in the company’s books, 
thereby placing the accounts on a 
sound and proper basis. The balance 
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in the depreciation reserve was in- 
creased to the amount of depreciation 
actually existing in the property as de- 
termined by the Commission. Ex. 
penses incurred in connection with 
capital stock issues no longer out- 
standing were written off, and exces- 
sive retirements were restated and 
corrected, 

Since that time the company has 
continued to conform to good account- 
ing practices as required by the uni- 
form system, and the changes which 
have taken place in its financial status 
may be observed from an examination 
of the comparative balance sheets as 
of December 31, 1941, 1942, and 
1943, set forth in Table 1. One of the 
more important changes was _ the 
transfer in 1942 of $274,097.72 which 
the company had accumulated beyond 
its requirements in the account “Em- 
ployees’ Provident Reserve”’ to the ac- 
count “Earned Surplus.” This trans- 
fer was occasioned by a change in the 
method of providing pensions for em- 
ployees. Another important change 
relates to a reduction in the account 
“Other Reserves.”” At December 31, 
1940, the company had accumulated 
$65,000 in this account for appropria- 
tions out of net income to provide for 
the discharge of serial notes author- 
ized in Case 9994, The provisions 
of the order in that case, requiring 
the accruals to this reserve, were mod- 
ified and the company was permitted 
to transfer the accumulations to the 
account “Earned Surplus.” 





Other 
Sinking 


Cash 

Special 
Workis 
Tempo 
Accour 
Interes 
Accrue 
Materi 
Prepay 


RE BROOKLYN BOROUGH GAS CO. 


TABLE 1. 


1941 
$9,987 ,466.40 
17,390.59 
26,600.56 


Assets 
Gas plant in service 
Construction work in progress 
Gas plant held for future use 


1942 
$10,084,418.81 
14,110.01 
26,600.56 


COMPARATIVE BALANCE SHEETS, DECEMBER 31, 1941-1943 


1943 
$10,113,869.19 
3,725.53 
21,850.56 





Total atiity: Plait <cceceveaccsesese Ce $10,031,457.55 


$10,125,129.38 


$10,139,445.28 





Other physical property 
Sinking funds 


$74,127.10 
10,200.00 


$74,127.10 
10,200.00 


$74,176.52 
10,200.00 





Total investment and fund accounts .. $84,327.10 


$84,327.10 


$84,376.52 





$153,770.88 
425.00 
15,000.00 


593,160.93 


Special deposits 

Working funds 

Temporary cash investments 
Accounts receivable 

Interest and dividends receivable 
Accrued utility revenues 
Materials and supplies 
Prepayments 


230,035.13 
29,294.27 


$265,593.34 
625.00 
15,000.00 


432,164.23 


218,431.77 
33,642.12 


$211,947.03 
625.00 
15,000.00 
100,000.00 
293,113.35 
104.17 
98,100.00 
211,341.11 
33,671.59 





Total current and accrued assets $1,021,686.21 


$965,456.46 


$963,902.25 





Preliminary survey and investigation charges $9,386.36 
Clearing accounts 
Retirement work in progress 


Other deferred debits 


$9,386.36 
509.59 
200.80 
4,996.15 


$9,386.36 
469.92 


4,996.15 





Total deferred debits ......-...e00% ae $17,452.41 


$15,092.90 


$14,852.43 





Capital stock expense $41,916.40 


$41,916.40 


$41,916.40 





DHE co ccccccsckscsccvcesccccces GER 


$11,231,922.24 


$11,244,492.88 
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TABLE 1. COMPARATIVE BALANCE SHEETS, DECEMBER 31, 1941-1943 


_ Liabilities 
Common capital stock 
Preferred capital stock 


Total capital stock 


Total long term debt 


Accounts payable 
Matured interest 
Customers’ deposits 
Taxes accrued 
Interest accrued 


Total current and accrued liabilities .. 


Unamortized premium on debt : 
Customers’ advances for construction ....... 
Other deferred credits 


Total deferred credits 


Reserve for depreciation of gas plant 
Reserve for uncollectible accounts 
Employees’ provident reserve 

Other reserves 


Used and Useful Property 


[1] The used and useful character 
of the company’s property was deter- 
mined as of December 31, 1940, in 
the accounting proceeding (Case 
10131), PSCR 1941, 421, wherein 
the Commission passed upon the orig- 
inal cost of gas plant in service and 
the company adjusted its property ac- 
counts to conform with the findings in 
that case. The determination made 
at that time was under the rule that 
units of property partially used and 
useful in the service of the public 
were includable in the account “gas 
plant in service” when the portion so 
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(Continued) 
1941 


1942 
$1,000,000.00 
1,500,000.00 


1943 
$1,000,000.00 


$1,000,000.00 
1,500,000.00 


1,500,000.00 





$2,500,000.00 $2,500,000.00 $2,500,000.00 





$3,680,000.00 
456,500.00 


$3,670,000.00 
375,000.00 


$3,660,000.00 
293,000.00 





$4,136,500.00 $4,045,000.00 $3,953,000.00 





$103,791.88 


523,592.03 
214,804.25 
92,055.46 
29,254.29 


$86,911.09 

115.00 
511,708.99 
215,322.57 


90,428.77 
21,525.83 


$86,177.42 


89,811.24 
22'818.81 





$963,497.91 $926,012.25 $903,412.62 





$20,540.40 
309.75 


$19,597.17 
: 9.25 
34,504.99 


$18,658.77 
29.2 112.50 
18,979.13 


11,683.96 





$55,355.14 $38,605.55 


$30,455.23 





$2,648,840.23 
12,995.16 
274,097.72 
14,614.14 


$2,832,744.22 
12,995.16 


17,936.18 


$2,994,918.75 
12, 6 


22,997.72 








$2,950,547.25 $2,863,675.56 $3,030,911.63 








$361,169.67 $361,254.87 $361,247.07 








$229,769.70 $497,374.01 $465,466.33 








$11,196,839.67  — $11,231,922.24 $11,244,492.88 








used and useful was not separable 
from that which is not used and use- 
ful. Under this rule, however, it is 
necessary, when a rate question is in- 
volved, to determine the portion of the 
property which is to be considered 
used and useful. 

In the present proceeding the only 
item of property included in gas plant 
in service which was questioned as to 
its use and usefulness, was a small 
piece of land located at the gas plant. 
When the circumferential highway 
was constructed by the city of New 
York, it separated a small plot of land 
from the balance of the parcel on 
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which the gas plant is located. The 
area of this isolated plot is approxi- 
mately 3,400 square feet and the orig- 
inal cost, as estimated by a company 
witness, is only $660. Even though 
this item of property is not now used 
and useful in the service of the pub- 
lic, it is questionable whether the cost 
of the nonuseful portion on an area 
basis as computed by the company is 
the proper amount to eliminate from 
the rate base on which the company 
is entitled to earn a fair return. Fur- 
thermore, the amount is inconsequen- 
tial, and for the purpose of passing on 
the propriety of the company’s pro- 
posed increase it will be included as a 
part of gas plant in service. 


Reproduction Cost 


Unlike the procedure followed in 
Case 7908B, 21 PUR(NS) 353, 
wherein the company devoted consid- 
erable time and incurred substantial 
expense in presenting a reproduction 
cost estimate of its property, no testi- 
mony was offered in the present pro- 
ceeding, by either the company or any 
other interested party, on this subject. 
Consequently, the testimony in this 
proceeding regarding property value is 
limited, and relates only to original 
cost and accrued depreciation thereon. 


Original Cost of Gas Plant in Service 


In any rate case, the preparation 
and presentation of original cost as an 
element of property value often pro- 
longs the proceeding to the same ex- 
tent as the development and submis- 
sion of proof on the subject of repro- 
duction cost new. This is usually due 
to the extensive investigation and ex- 
amination which is required before a 
determination can be made as to the 


reasonableness and correctness of the 
figures involved. But such is not the 
case in the instant proceeding. The 
original cost of the company’s prop- 
erty as of December 31, 1940, was de- 
termined and passed upon by the 
Commission in Case 10131, supra, 
and subsequently its accounts and rec- 
ords were adjusted to conform with 
the findings in that proceeding. Thus 
in the present case, it is necessary 
only to examine the changes in the 
plant accounts subsequent to January 
1, 1941, in order to determine the 
original cost of the property during 
the period under consideration. 

[2] In Table 2 [omitted] the orig- 
inal cost of the company’s property in 
the service of the public is shown by 
plant accounts as of December 31st for 
each of the years 1941 to 1943, in- 
clusive. Examination of this tabula- 
tion discloses that there were no ma- 
jor items of property constructed dur- 
ing this 2-year period ; the net increase 
in plant accounts amounting to about 
$125,000. For the 3-year period since 
the last determination of original cost, 
the property increased slightly over 
$250,000. No questions were raised 
throughout the proceedings as to the 
correctness of the costs recorded for 
these changes with the exception of the 
small item of land previously dis- 
cussed. There, however, is one adjust- 
ment that must be made to the figures 
appearing in Table 2 before a proper 
determination can be made as to the 
cost of the property devoted to the ren- 
dition of gas service to the public. This 
adjustment relates to the property de- 
voted to merchandising and jobbing 
activities, the cost of which is in- 
cluded along with all other property 
classified as gas plant in service. 
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For many years, the Commission 
has consistently held that it has no 
power to regulate charges for appli- 
ances or for jobbing work done by a 
utility company. It has repeatedly 
held that it would not be fair to re- 
duce the rates for a utility service be- 
cause of a profit from the appliance 
business, or upon the other hand, to 
burden consumers with higher rates 
in order that certain consumers might 
have merchandising and jobbing serv- 
ice at less than cost. One of the more 
recent pronouncements made by the 
Commission on this subject was in 
Case 10367, involving the rates of the 
New York and Richmond Gas Com- 
pany. In the memorandum in that 
case, adopted by the Commission on 
March 16, 1943, 48 PUR(NS) 25, 
the reasons for adhering to this rule 
were presented and discussed at con- 
siderable length and need not be re- 
peated here. 

In order to facilitate the application 
of previous rulings in this matter, the 
amended rules of procedure effective 
July 1, 1943, require each utility com- 
pany engaged in a proceeding before 
the Commission in which a change in 
rates is involved, to prepare and pre- 
sent a complete and detailed statement 
of its merchandising and jobbing ac- 
tivities. It is required to show among 
other items the amount of property 
used in its merchandising business. In 
compliance with this rule, Mr. Koehler, 
a witness on behalf of the company, 
submitted a tabulation in which he es- 
timated the original cost of the prop- 
erties devoted to the merchandising 
and jobbing activities as $44,825 at 
December 31, 1942, and $33,003.98 at 
September 30, 1943. The cost of such 
property at December 31, 1943 was 
56 PUR(NS) 


not shown, nor does the amount ap- 
pear in the record, but the company’s 
brief indicates that it amounted to 
$32,746, or approximately $300 less 
than the estimate at September 30th 
of the same year. For the purpose of 
determining the original cost of the 
property used and useful in the rendi- 
tion of gas service to the customers of 
the company during 1943, the figure 
for September 30, 1943, will be adopt- 
ed as representing the cost of the prop- 
erty devoted to merchandising and 
jobbing activities at the end of the 
year, and the original cost of gas plant 
in service will be modified as follows: 
[Table omitted. ] 

On this basis the average original 
cost of the property devoted by the 
Brooklyn Borough Gas Company to 
the rendition of service to its custom- 
ers during 1943 amounted to $10,- 
060,229.51. 


Gas Plant Held for Future Use 


[3] In the accounting proceeding 
previously mentioned herein, property 
of the company held for future use as 
of December 31, 1940, was segregated 
from the property actually in the serv- 
ice of the public; the original cost of 
the plant so classified amounted to 
$26,600.56. This total consisted of 
$20,956.81 for two coal stokers and 
associated equipment for use in boilers 
5 and 10; $5,400 for spare parts 
which were usable with the automatic 
grates in water gas set No. 2; $103.75 
for a recording thermometer associ- 
ated with the preceding item; and 
$140 for a tar pump (1940 annual re- 
port of company to the Commission). 

During 1941 and 1942 there were 
no changes in the classification of this 
equipment, but in 1943 two entries 
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were recorded in this account which 
decreased the balance to $21,850.56 
at December 31, 1943. One trans- 
action, transferring two heaters and 
a pump from gas plant in service, in- 
creased the amount by $650; the oth- 
er, reflecting the write-off of spare 
parts occasioned by the retirement of 
the automatic grates, reduced the bal- 
ance by $5,400. As a result of these 
two changes, the average original cost 
of plant held for future use during 
1943 amounted to $24,225.56, and 
the company, in its brief, claims this 
plant as a part of the base on which 
it is entitled to earn a return. But do 
the facts regarding this property jus- 
tify the company’s claim? 

The principal item of plant held for 
future use at December 31, 1943, con- 
sisted of the two coal stokers with as- 
sociated equipment, the original cost 
of which was $20,956.81. These 
stokers were installed in 1929 and 
1930, when coal was the only fuel used 
in the boilers, and they remained in 
service until the boilers were con- 
verted for use of liquid fuels. At that 
time (about 1932) these stokers were 
removed from service, and they have 
been retained for future service in the 
event the company may find it advan- 
tageous to return to solid fuels. They 
have not been used for over ten years 
and under present operating condi- 
tions of the plant, whereby tar pro- 
duced in the manufacture of gas is de- 
hydrated and used for boiler fuel pur- 
poses, it is unlikely that they will 
again be placed in service until the 
company can dispose of its tar residual 
at a price which will make it economi- 
cally advisable to burn coal as boiler 
fuel. However, there is no indica- 
tion as to when this economic change 


will occur, or whether for other rea- 
sons the stokers will again, if ever, be 
placed in service. It does not seem 
equitable that the customers of the 
company should be called upon to pay 
a return on property that has not been 
used for over ten years and where 
there is no prospect of immediate use, 
and this equipment will not be in- 
cluded in the base on which the com- 
pany is entitled to earn. 


Accrued Depreciation 


Another element of value involving 
many controversial questions and usu- 
ally requiring considerable time for 
presentation in a proceeding of this 
nature, is the amount of depreciation 
actually existing in the property un- 
der consideration. In the instant pro- 
ceeding, however, this problem did not 
prevail. 

The depreciation policies of the 
Brooklyn Borough Gas Company 
prior to December 31, 1940, were dis- 
cussed in complete detail in the mem- 
orandum in the accounting proceed- 
ing (Case 10131), wherein it was 
pointed out that a deficiency of $666,- 
961.40 existed in the company’s re- 
serve at that date. To rectify this con- 
dition and at the same time place its 
accounts on a sound financial basis, 
the company transferred that amount 
from earned surplus to depreciation 
reserve. After this was done, it con- 
tinued to charge current operations 
with an amount sufficient to cover the 
cost of the annual portion of property 
actually consumed in the service of 
the public, as determined by the Com- 
mission’s staff in Case 10131. Asa 
result, the present balance in the re- 
serve reflects the actual depreciation 
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existing in the property of the com- 


ny. 

[4] Distribution of the balance in 
the depreciation reserve at December 
31, 1941, 1942, and 1943, by plant ac- 
counts, is shown in Table 3 [omitted]. 
But in arriving at the rate base on 
which the company was entitled to 
earn a return during 1943, the totals 
appearing in Table 3 at the end of 
1942 and 1943 cannot be used without 
modification. They include deprecia- 
tion on the property devoted to mer- 
chandising and jobbing activities that 
has been excluded herein in determin- 
ing the original cost of the company’s 
property used and useful in the rendi- 
tion of gas service. 

As to this item, Mr. Koehler esti- 
mated that the depreciation existing in 
such property amounted to $11,018.80 
as of December 31, 1942, and $8,- 
676.73 as of September 30, 1943. But 
here again the record does not give 
the amount for December 31, 1943, 
and for the purpose of this memoran- 
dum it will be assumed that the depre- 
ciation at September 30, 1943, was 
equivalent to the amount existing in 
such property at the end of the year. 

[5] In addition to the foregoing 
adjustment, two further revisions 
must be made before the final amount 
of depreciation applicable to gas plant 
in service can be fixed. The first re- 
lates to a charge of $5,400, made by 
the company to the reserve in 1943 
for the retirement of property pre- 
viously classified as gas plant held for 
future use (1943 annual report of the 
company to the Commission). This 
was an erroneous charge, since the 
balance in the reserve was accumu- 
lated for the retirement of property in 
service,—not for property held for fu- 
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ture use. Consequently, the balance in 
the reserve at December 31, 1943, 
should be increased by $5,400. 

[6] The second revision relates to 
property having an original cost of 
$650 which, in 1943, was transferred 
from gas plant in service to gas plant 
held for future use. When this trans- 
fer took place the company did not 
eliminate from the reserve the amount 
of depreciation it had accrued for such 
property. On the basis of the annual 
depreciation rate used by the company 
for similar property and considering 
its age, it is estimated that $300 had 
been accumulated for depreciation 
when this property was taken out of 
service. The balance in the reserve at 
December 31, 1943, should be reduced 
accordingly. 

Giving effect to these changes, the 
balances appearing in Table 3 for ac- 
crued depreciation are modified as fol- 
lows: [Table omitted. ] 

On the basis of the preceding figures, 
the average accrued depreciation on 
the property of Brooklyn Borough 
Gas Company devoted solely to the 
rendition of gas service to the public 
during 1943 amounted to $2,906,- 
533.72, and this amount will be de- 
ducted in determining the rate base 
upon which the company was entitled 
to earn a return. 


Other Elements of Value 


[7] No testimony was submitted by 
the company with respect to other ele- 
ments of value which, together with 
the original cost of the property less 
accrued depreciation actually existing 
in such property, are often considered 
in fixing value for rate purposes. 
Those elements consist of market 
value of land, reproduction cost new 


of oth 
ciatiot 


proce 
(NS) 
the ra 
lected 
in co! 
was 1 
prese 
goins 
the e 
after 
sente 
$200 
In tl 
bie, 1 
proc 
lowa 
the « 
to tk 
the « 
turn 
sign 
capi 
the 
boo 
wri 
pan 
to 1 
fort 
the 
in | 
are 
val 
] 
par 
to 
att 
apy 
co! 
en: 












e in 


vies of other tangible property and depre- 


ciation relating thereto, and going 
value. 


’ 













| to As to the latter item, counsel for 
of Bthe company, in his brief, calls atten- 
red tion to the fact that in the prior rate 
ant B proceeding (Case 7908B), 21 PUR 
ns- B (NS) 353, $200,000 was allowed in 
not BH the rate base for going value. He neg- 
int & lected to point out two important facts 
ich § in connection with this allowance. One 
tal & was that in Case 7908B the company 
ny § presented testimony to the effect that 
n§ # going value at that time amounted to 
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the enormous sum of $2,250,000, but 
after considering all the evidence pre- 
sented on this subject, an allowance of 
$200,000 was included for this item. 
In the second place, Chairman Malt- 
bie, in a separate memorandum in that 
proceeding, indicated that such an al- 
lowance was excessive, and stated that 
the only item bearing any resemblance 
to the element of going value on which 
the company was entitled to earn a re- 
turn was the sum of $60,000, as- 
signed to account “other intangible 
capital” in an earlier proceeding, at 
the time the company rewrote its 
books. This latter item, however, was 
written off in 1940, when the com- 
pany revised its accounts and records 
to meet the requirements of the uni- 
form system of accounts. Thus, at 
the present time there are no amounts 
in the company’s plant accounts that 
are analogous to the element of going 
value. 

In the present proceeding, the com- 
pany has offered no proof whatever as 
to the amount of going value, if any, 
attached to its property. It decided, 
apparently, that even without giving 
consideration to this element, it was 
entitled to the proposed increase, and 
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has accordingly confined the presenta- 
tion of proof to the barebone elements 
of property. No allowance will be in- 
cluded herein for going value, 


Contribution in Aid of Construction 


[8] The balance sheet of the com- 
pany (Table 1, supra) shows that 
contributions in aid of construction 
which customers have been required 
to pay in order to obtain service 
amounted to $361,254.87 at January 
1, 1943, and $361,247.07 at Decem- 
ber 31, 1943, or an average of $361,- 
250.97 for the year. These contribu- 
tions are nonrefundable and, unlike 
funds obtained from private sources 
for construction purposes, the com- 
pany pays no interest on_ these 
amounts. 

The full cost of the property repre- 
sented by these contributions is in- 
cluded in original cost of gas plant de- 
voted to the service of the public, as 
herein determined. By treating prop- 
erty paid for by customers in this 
fashion and including it in the amount 
on which the company is entitled to 
earn a return, equitable considerations 
require that the item of contributions 
in aid of construction must be recog- 
nized and given effect. To do this, 
the Commission has in the past re- 
peatedly and consistently deducted 
the amount of contributions in deter- 
mining the value of the property un- 
der consideration for rate purposes. 
The reasons for following this prin- 
ciple have been presented qt great 
length in several cases, particularly in 
Case 6983, decided February 17, 1937, 
affecting the rates of Kings County 
Lighting Company (PSCR_ 1937, 
374, 440), and in Case 10367, decided 
March 16, 1943, 48 PUR(NS) 25, 
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affecting the rates of New York and 
Richmond Gas Company. 

Before adhering to this principle, 
however, there is a further point 
which has a direct bearing on the de- 
duction made for contributions in aid 
of construction. In the amendments 
to the uniform system of accounts re- 
cently adopted by the Commission to 
become effective January 1, 1945, pro- 
vision has been made for elimination 
of the account “contributions in aid 
of construction.” The balance now 
appearing in this account will be dis- 
posed of by crediting the various plant 
and other asset accounts with the 
amounts pertaining to property still in 
existence and transferring the re- 
mainder to depreciation reserve, un- 
less otherwise directed by the Com- 
mission. In instances where the bal- 
ance in the reserve represents depre- 
ciation actually existing in the prop- 
erty, it is anticipated that the Commis- 
sion will approve transferring the bal- 
ance in the contributions account re- 
lating to property no longer in exist- 
ence and not replaced, to the account 
“Earned Surplus.” 

If this accounting procedure had 
been in effect on December 31, 1943, 
and prior thereto, the balance for gas 
plant in service shown in Table 2 
[omitted herein] would be reduced by 
the amount equivalent to contributions 
made by customers for property still 
in existence at that time. It would 
also follow that any reduction in orig- 
inal cost of gas plant in service would 
necessitate a reduction in the amount 
of accrued depreciation shown in 
Table 3 [omitted herein], since the 
balance in the reserve of this company 
represents the actual depreciation in 
the property computed on the full cost 
56 PUR(NS) 


using the straight-line, or age-life, 
method. After transferring the contri- 
butions relating to property still in 
existence, the amount pertaining to 
property which has physically disap. 
peared and has not been replaced 
would be transferred to earned surplus, 
The effect of this accounting treat- 
ment is, that a rate base determined 
under the system of accounts to be- 
come effective January 1, 1945, would 
be somewhat greater than one com- 
piled under the accounting procedure 
prescribed by the present system of ac- 
counts. In the instant proceeding the 
extent of the difference between these 
two methods cannot be determined 
from the record now before us. Con- 
tributions made by customers for 
property still in existence are un- 
known. The amount of depreciation 
reflected in the reserve for property 
represented by such contributions is 
also lacking. Consequently, the por- 
tion of the contributions, as well as 
the excess depreciation accruals which 
would properly be transferable to 
earned surplus, cannot be determined 
—as they depend on the two previous 
factors. 

In the absence of factual data nec- 
essary to determine a rate base under 
the application of accounting require- 
ments to become effective January 1, 
1945, it is apparent that the principles 
previously followed by this Commis- 
sion must be adopted in this instance. 
In following these principles, however, 
there is an offsetting consideration. In 
the New Rochelle Water Case (New 
Rochelle Water Co. v. Maltbie [1936] 
248 App Div 66, 74, 15 PUR(NS) 
32, 289 NY Supp 388) the appellate 
division of the third department indi- 
cated that the fundamental points to 
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be determined in a rate proceeding 
are to what property does the com- 
pany have title and what is the value 
of that property ? 

Presumably many of the gas serv- 
ices Of Brooklyn Borough Gas Com- 
pany included in the original cost 
heretofore determined are located on 
private property. It is probably true 
that the company has no title to the 
portion on private property and having 
no title to such it cannot own the en- 
tire service, but there is no proof in 
this case as to the extent of owner- 
ship. In addition, meter installations 
and sometimes gas mains also present 
a problem as to title and ownership 
where they have been paid for by oth- 
ers than the company. But here again 
no proof has been offered in the record 
as to the ownership of these two 
classes of property; in fact, no proof 
was offered on any of the property in- 
cluded in gas plant in service. 

For the purpose of indicating the 
importance of the question of title, it 
is necessary only to assume that ap- 
proximately 35 per cent of the gas 
services of this company are located on 
private property. If the Brooklyn 
Borough Gas Company did not have 
title to this portion of such property, 
and the rate base were modified to re- 
flect the rule laid down by the appel- 
late division, it would be necessary to 
reduce the original cost findings made 
herein by approximately $480,000 and 
cost less depreciation by about $345,- 
000. Thus it appears that the appli- 
cation of the rule in the New Rochelle 
water case more than offsets the de- 
duction of the balance in the contribu- 
tions account. Therefore, the amounts 
shown for contributions in aid of con- 
struction will be deducted in deter- 


mining the average rate base for 
1943. 
Working Capital 

[9-11] The only evidence in the 
record relating to operating working 
capital requirements of the Brooklyn 
Borough Gas Company are data pre- 
sented by Mr. Harris B. Sinelnick, 
chief accountant for the company, who 
submitted certain figures for the var- 
ious elements other than cash. He 
testified that the figures presented 
were compiled according to the meth- 
ods used by Mr. F. T. Mylott, a mem- 
ber of the Commission accounting 
staff, in Case 7908B, supra, though 
the results did not represent his esti- 
mate of the working capital require- 
ments of the company. The figures, 
he stated, were merely submitted as an 
aid in determining the allowance for 
this element of value. The aggregate 
for all items considered by him was 
$507,000; but since his studies were 
based on operations of the company 
for the year ended September 30, 
1943, and included allowances for 
merchandising and jobbing activities, 
the result cannot be included as a part 
of the base on which the company is 
entitled to earn a return. An esti- 
mate of working capital requirements 
must be made on the basis of the ad- 
justed operating results as determined 
hereafter in this memorandum, and 
this will now be done. 

The first item to be considered is 
the average amount of funds the com- 
pany was required to advance for out- 
of-pocket expenditures in connection 
with the production and distribution 
of gas during the period from the date 
of furnishing service until it was re- 
imbursed by consumers. In estimat- 
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ing the amount of this element it is 
necessary to determine the average 
number of days elapsing from the date 
of supplying service to customers un- 
til the date of reimbursement. A 
study of the meter reading, billing, 
and collecting methods made by Mr. 
Sinelnick indicated that, on the aver- 
age, the company carried its customers 
for a period of sixty days: i.e., a 27- 
day supply of gas furnished but not 
billed, a 4-day period between reading 
meters and rendering bills, and a 29- 
day period between billing and collect- 
ing from customers, This means that 
the company was required to advance 
funds for out-of-pocket operating dis- 
bursements equivalent to charges for 
an average period of sixty days. On 
the basis of adjusted operating ex- 
penses (excluding depreciation and 
taxes) of $1,780,995.17 as hereinafter 
determined, the company advanced 


$294,000 for this element of working 
capital. 

This estimate, however, is some- 
what excessive because it assumes that 
the company paid cash for all items 


charged to operating expenses. Ob- 
viously this is not the true situation. 
For example, the company does not 
pay salaries and wages of employees 
from day to day. Such payments are 
made on the average after services have 
been rendered, and consequently the 
company is not required to advance 
funds for payroll purposes equivalent 
to such charges for an average period 
of sixty days. There are no data in the 
record, however, to estimate the effect 
of this deferred payment; hence the 
sum of $294,000 will be adopted as the 
maximum estimate for the element of 
“operating expenses” included in 
working capital requirements. 
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The next allowance to be considered 
is the funds advanced in connection 
with amounts due the company for 
miscellaneous operating purposes, 
During the year ended September 30, 
1943, the average monthly balance for 
miscellaneous accounts receivable was 
about $1,000. Comparable figures for 
the calendar year of 1943 are not ob- 
tainable from the record, but the bal- 
ances in this account at the beginning 
and end of that year were about the 
same as the average for the twelve 
months ended September 30, 1943, 
Therefore, it is estimated that the 
company advanced $1,000 for this 
purpose, and this amount will be in- 
cluded as a part of working capital re- 
quirements. 

The third item for which an allow- 
ance must be made is materials and 
supplies. It is a well recognized fact 
that in order to insure uninterrupted 
operations of a utility, funds must be 
provided by the company to maintain 
a reserve of materials and supplies in 
addition to the materials and supplies 
actually consumed in operations and 
included in the allowance for .“‘operat- 
ing expenses.” For the year ended 
September 30, 1943, the company 


maintained an average material andj 


supplies monthly balance, exclusive of 
materials related to merchandising 
and jobbing activities, of approxi- 
mately $212,000. Here again com- 
parable figures for the year 1943 are 
not obtainable from the record in’ this 
proceeding, but the balances for sim- 
ilar materials and supplies at the be- 
ginning and end of the year amounted 
to $197,534.70 and $203,967.85 re- 
spectively. Considering all available 
data an allowance of $200,000 seems 
to be the reasonable amount of funds 
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advanced for a reserve of materials 
and supplies. This estimate includes 
construction as well as operating ma- 
terials, but since the company does not 
capitalize interest during construction 
on materials issued from stock for con- 
struction purposes, it will not be earn- 
ing a duplicate return on materials 
held for construction purposes. 

Funds advanced by the company for 
prepaid insurance and for other items 
paid in advance are estimated at $29,- 
000. This allowance is the same as 
the average monthly prepayments dur- 
ing the year ended September 30, 
1943, and, from an examination of the 
available evidence, it represents a rea- 
sonable estimate of the funds advanced 
for prepayment purposes. 

In addition to the funds advanced 
for each of the elements previously 
discussed, it is necessary to include an 
allowance for a reserve cash fund that 
is ordinarily used for emergency pur- 
poses, such as paying freight and ex- 
press charges, making change, etc. In 
Case 7908B, supra, an allowance of 
$50,000 was included for this purpose 
covering the year 1935, when re- 
ported out-of-pocket operating ex- 
penses of the company amounted to 
about $1,600,000 and revenues were 
approximately $2,500,000, Since 1935 
there has been only one significant 
change in the billing and collecting 
practices of the company, which in it- 
self does not warrant an additional al- 
lowance for this element of operating 
working capital. Prior to 1943 cus- 
tomers’ meters were read once a 
month continuously. In that year the 
company changed to a bimonthly bill- 
ing basis, but this procedure had lit- 
tle or no effect on the average monthly 
cash collections of the company ex- 
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cept in the month the change was 
made. Out-of-pocket expenditures 
for operating purposes have increased 
over the expenditures made “in 1935, 
while, on the other hand, there has 
been an increase in operating revenues 
of the company. Considering all fac- 
tors as well as the use made of the 
funds provided for this purpose, an al- 
lowance of $55,000 will be ample. 

If the company were required to pay 
for the services of its employees day 
by day, and pay on delivery for mate- 
rials consumed in the production and 
distribution of gas or for a reserve 
supply of materials, it would be en- 
titled to earn a return on the reason- 
able amount of funds advanced for 
such purposes, since it would in effect 
be operating on a cash basis. The 
Brooklyn Borough Gas Company, 
however, did not follow this practice. 

As previously pointed out, salaries 
and wages charged to operating ex- 
penses were paid to employees after 
services had been rendered, but the 
record does not permit giving proper 
recognition to this factor in estimating 
the portion of “operating expenses” 
representing salaries and wages ad- 
vanced. Obviously materials and sup- 
plies charged to operations were not 
paid for when received; consequently 
funds advanced by the company for 
this purpose were less than if spot 
cash were paid for supplies. It is nec- 
essary, therefore, in determining op- 
erating working capital requirements 
to consider the lag between delivery 
date of supplies and date of payment. 

In this instance, funds provided 
from this source will be estimated 
from a study of the amounts owing by 
the company to various creditors. For 
the year ended September 30, 1943, 
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the average monthly balance due cred- 
itors was approximately $80,000. At 
January 1, 1943, and at December 31, 
1943, the balance was slightly over 
$86,000. No doubt these figures in- 
clude amounts due for items charged 
to plant and property accounts and 
also for materials and supplies used in 
connection with merchandising and 
jobbing activities. Amounts relating 
to such items should, of course, be ex- 
cluded, since they do not relate to 
items charged to operating expenses, 
but the record does not indicate the 
extent of such balances. For the pur- 
pose of determining working capital 
requirements of the company, it is es- 
timated that funds provided by its 
creditors amounted to $75,000. 

In determining the amount of funds 
advanced by the company for working 
capital purposes, it is necessary to con- 
sider the extent to which such require- 


ments were affected by operating 


taxes. Certain taxes are paid after 
funds for this purpose have been col- 
lected from customers in rates charged 
for service, while others are paid be- 
fore the funds have been collected. In 
the present proceeding the record indi- 
cates that the company was required 
to pay real estate and special franchise 
taxes before funds for such taxes were 
collected, but that it had the use of 
funds collected for Federal income 
taxes for nearly one year, on the aver- 
age, before it was required to pay such 
taxes. In connection with other tax 
items, it was found that the company 
neither advanced nor had the use of 
funds pertaining to such taxes. On 
the basis of the record, it is estimated 
that the company was required to ad- 
vance $8,000 for real estate and spe- 
cial franchise taxes before reimburse- 


ment by customers, and conversely 
had the use of funds amounting to 
$100,000 collected for income tax pur- 
poses from customers before it was 
required to pay such tax. The net, or 
$92,000, represents funds furnished 
by consumers (not by the investors) 
for operating working capital pur- 
poses. 

Summarizing these findings, it ap- 
pears that the Brooklyn Borough Gas 
Company was required to advance 
$412,000 for operating working capi- 
tal purposes, and the amount for each 
of the various elements considered is 
set forth in Table 4. The total will 
be included in the base on which the 
company is entitled to earn a re- 
turn. 

TABLE 4. Estimated Operating Working 
Capital Requirements 
Operating expenses 
Miscellaneous receivables 
Materials and supplies 
Prepayments 
Cash 


Accounts payable—credit 
Taxes—credit 


Rate Base Summary 


The determinations made herein 
show that the amount on which the 
company was entitled to earn a return 
did not exceed $7,205,000, the details 
of which are set forth in Table 5. 
[Table omitted. ] 


Reported Operating Income 


At the initial hearing, on October 
29, 1943, Mr. Sinelnick, chief ac- 
countant for the company, presented 
comparative income accounts for the 
years 1939 to 1942, both inclusive, 
and for the first nine months of 1943 
as shown by the books and records 
without any adjustment or revision. 
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At the same hearing, he also pre- 
sented two additional income ac- 
counts. In one, covering operations 
for 1943, Mr. Sinelnick used the act- 
ual results for the first six months of 
the year and estimated the revenues, 
expenses, taxes, and income deduc- 
tions for the last six months. In the 
other, he presented an estimate of the 
net income for a year.in the future, 
from October 1, 1943. 

Before the hearings were closed, 
the actual results from the 1943 op- 
erations became available and were 
submitted by Mr. Sinelnick. A com- 
parison of the actual results with Mr. 
Sinelnick’s estimate for 1943, shows 
that he underestimated operating rev- 
enues during the last six months by 
approximately $25,000 and _ under- 
stated revenue deductions by about 
$6,000; these two deficiencies result- 
ing in an understatement of approxi- 


mately $18,500 in both operating in- 


come and net income. In addition to 
presenting the actual results for 1943, 
Mr. Sinelnick also submitted a tabula- 
tion purporting to show what the 
operating income would have been in 
1943, had prices which the company 
was paying for gas manufacturing 
materials in January, 1944, and the 
wage rates prevailing at that time, 
been effective during 1943. 

Before analyzing the reported fig- 
ures or discussing the proposed ad- 
justments to the 1943 results, the ac- 
tual operating income should first be 
stated. In Table 6 the reported operat- 
ing revenues, revenue deductions, op- 
erating in, before and after income 
taxes, are summarized and set forth 
for each of the years 1939 to 
1943, inclusive. Certain statistical 
data appear in Table 7, and unit fig- 


ures obtained by dividing the re- 
ported amounts in Table 6 with the 
appropriate thousand cubic feet of gas 
sold shown im Table 7, are set forth in 
Table 8. [Tables omitted. ] 

According to Table 6, operating 
revenues have increased continuously 
during this 5-year period but high- 
er operating costs have more than off- 
set additional revenues, and the net 
income of the company has steadily 
declined. 

This reduction in net income dur- 
ing recent years is reflected in the 
amount of dividends declared and paid 
by the company on its capital stock. 
As pointed out in the memorandum 
in the prior rate proceeding (Case 
7908B, supra), dividends were de- 
clared in 1935 at the rate of 48 per 
cent on the original stated value of 
the common stock and 7} per cent on 
the 6 per cent participating preferred 
stock. In 1936 the dividend rate on 
the common stock was reduced to 24 
per cent, and in 1937 and 1938 it was 
further reduced to 15 per cent. From 
1939 to 1942, inclusive, dividends at 
the rate of 12 per cent were declared, 
but in 1943 they amounted to only 6 
per cent of the stated value of the 
stock, Thus, within a period of eight 
years the dividends on common stock 
have been reduced from 48 per cent 
to 6 per cent. On the participating 
preferred stock, dividends at the rate 
of 74 per cent were declared in 1936 
and at the rate of 6.375 per cent in 
1937: from 1938 to 1943, inclusive, 
they were at the stated rate of 6 per 
cent. As a result of the reduced net 
income, preferred stock has not par- 
ticipated in the earnings over and 
above its fixed rate of 6 per cent since 
1937. 
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In 1939, the last year in which a 
change was made in the company’s 
rates, total operating revenues amount- 
ed to $2,587,395.45. Of this amount 
$2,574,806.70, or over 99.5 per cent, 
came from sales of gas and the re- 
mainder, $12,588.75, from other 
sources. Even though the rate mod- 
ification effective in the fall of 1939 
contemplated an annual reduction of 
$53,800 in the company’s revenues, 
additional sales of gas in 1940 more 
than offset the amount of reduction; 
in fact, revenues were approximately 1 
per cent over those earned in 1939. In 
each year thereafter revenues from the 
sales of gas continued to increase from 
14 to 3.3 per cent over the preceding 
year; the largest growth occurring in 
1942 when they were $88,411.82 in 
excess of 1941. Although Mr. Sinel- 
nick claimed that the sales in 1942 
were abnormal, due to unusual weath- 
er conditions which brought about ad- 
ditional gas sales, revenues in 1943 
continued to increase and exceeded 
1942 by $49,556.15, or 1.8 per cent. 
In fact, the quantity of gas sold in 1943 
exceeded 1942 by 2.3 per cent. 

Revenues from other sources did 
not change radically during the 5-year 
period. They remained almost con- 
stant until 1942, when they increased 
about $3,700 over 1941; but in 1943 
they amounted to only $11,643, or ap- 
proximately $4,960 less than for the 
preceding year. This, however, is 
not a real decrease. It merely reflects 
a change in the management policy re- 
lating to charges for servicing custom- 
ers’ installations. Further discussion 
of this item will appear subsequently 
in this report. 

The average revenue per thousand 
cubic feet of gas sold, set forth in Table 
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8 [omitted], shows a steady down- 
ward trend since 1939. One might 
assume this trend was due to changes 
or revisions in the company’s rate 
schedule, but such is not the case. As 
previously pointed out, the last rate 
modification occurred in the latter 
part of 1939, and no doubt accounts 
for a part of the decrease in 1940 as 
compared with 1939. However, the 
figures for 1940 and thereafter reflect 
full year’s revenues on the basis of 
the new tariffs. Nevertheless, in each 
year after 1940 the average revenue 
from the sale of gas continued to de- 
crease, and it will be noted that al- 
though the sales in 1943, of 2,421,- 
660.4 thousand cubic feet exceeded 
1940 sales by 218,015.3 thousand cu- 
bic feet, or nearly 10 per cent, average 
revenues dropped over 34 cents per 
thousand cubic feet—from 118.00 
cents to 114.73 cents. Of course, this 
decrease in the average rate is due to 
the fact that the consumption per cus- 
tomer increased during the period and 
this additional gas was sold in the low- 
er rate blocks. 

Reported revenue deductions in 
1943 were the highest in the history 
of the company, and exceeded the com- 
parable deductions for 1939 by over 
$485,000. As indicated in Table 6 
[omitted], practically all of this in- 
crease occurred in production ex- 
penses; the variations in other groups 
of expenses offsetting each other. Pro- 
duction costs in 1939 amounted to 
$590,849.09, and were equivalent to 
26.22 cents per thousand cubic feet of 
gas manufactured. In 1943 the quan- 
tity of gas produced was 2,579,902.0 
thousand cubic feet, or an increase of 
326,751.0 thousand cubic feet, but the 
cost of manufacturing gas amounted 
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to $1,007,952.37, or 39.07 cents per 
thousand. If one were to assume that 
all other factors remained unchanged 
between 1939 and 1943, then it would 
appear that increased prices for coke, 
boiler fuel, and water gas oil, together 
with the higher wage rates paid for la- 
bor, resulted in increasing the cost of 
manufacturing gas during this 5-year 
period by nearly 13 cents per thousand. 

Expenditures made in connection 
with the distribution of gas incfeased 
about 15 per cent during this 5-year 
period but, due to the greater quantity 
of gas distributed, there was a de- 
crease in the cost per thousand cubic 
feet sold. 

A substantial reduction in custom- 
ers’ accounting and collecting ex- 
penses occurred in 1943 compared 
with preceding years; this reduction 
reflects the saving due to bimonthly 
billing which became effective in Jan- 
uary, 1943. 


Sales promotional costs show a sub- 
stantial decrease during this 5-year 
period; these expenses amounted to 
over $160,000 in 1939 and to only 
$40,000 in 1943. This reduction, of 
course, was due to the curtailment of 
sales promotion and merchandising 
and jobbing activities brought about 
by the present national emergency. 

Administrative and general expen- 
ses increased about 20 per cent during 
the 5-year period. This increase is due 
to several factors and will be discussed 
subsequently in detail. 

Although it appears that deprecia- 
tion expense increased over 200 per 
cent in 1943 as compared with 1939, 
charges in the former year represent 
the actual depreciation. accruing in 
property of the company, whereas the 
amounts shown for 1939 and 1940 


merely reflect an accrual for this ex- 
pense on the basis of 3 cents per thou- 
sand cubic feet of gas sold and had 
no direct bearing on the annual de- 
preciation accruing in the property. 
In 1941, when the company’s books 
and accounts were adjusted in accord- 
ance with the requirements of the new 
system of accounts, the company in- 
augurated the policy of setting aside 
annual depreciation expense on the 
basis of estimates prepared by the en- 
gineering staff of the Commission, 
and this new policy immediately in- 
creased the operating costs by over 
$140,000, as shown in Table 6 [omit- 
ted] and the accrual to the reserve by 
the same amount. 


Operating taxes varied somewhat 
during the 5-year period, but the 
charges in 1943 were about $4,000 
less than for 1939. Charges for Fed- 
eral income tax in 1940 were only 
$300 and were a small factor in deter- 
mining income for that year. This 
situation was brought about by the 
refunding of the company’s funded 
debt which resulted in deductions that 
practically offset the taxable income 
of the company. As a result, the com- 
pany was required to accrue only the 
nominal amount shown in Table 6 
[omitted] for Federal income tax pur- 
poses. In connection with this item 
it should be pointed out that the 
amounts shown for Federal income 
taxes are not the actual amounts final- 
ly paid, but merely reflect estimates 
of the tax liability for each of the re- 
spective years. 


Adjusted Operating Income for 1943 


If it were possible to use the report- 
ed 1943 operating income of the com- 
pany after allowing for proper Federal 
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income taxes, and relate that amount 
to the rate base for the same year as 
determined herein, there would be 
shown the return earned by the com- 
pany during that period and a conclu- 
sion could then be reached as to 
whether it was entitled to the proposed 
increase in its rates and charges. How- 
ever, the problem is not that simple. 
Prices for gas manufacturing mate- 
rials, such as coke, boiler fuel, and wa- 
ter gas oil, were constantly changing 
throughout 1943, and the costs appear- 
ing on the company’s books and rec- 
ords in that year do not reflect prices 
being paid by the company for such 
items at or about December 31, 1943. 
In addition, a reduction in the price 
of water gas oil was made as of April 
1, 1944, and this change is not reflect- 
ed in the 1943 costs. The War Labor 
Board allowed a wage increase on 
January 10, 1944, retroactive to Au- 
gust 21, 1943, and no part of this in- 
crease is included in the 1943 operat- 
ing costs.. Furthermore, the reason- 
ableness of many items of expense ac- 
tually incurred and charged in 1943 
have been questioned, and the reported 
operating figures include the losses 
sustained by the company in its mer- 


chandising and jobbing activities dur- - 


ing that year. It will be necessary, 
therefore, to review the operating rev- 
enues and expenses and adjust 1943 
results to a basis that will reflect such 
figures on a comparable level for a full 
year. After this has been done a com- 
parison will then be made with the rate 
base for 1943, and a determination 
reached as to the propriety of the pro- 
posed increase in rates. 


Operating Revenues 
The only question raised regarding 
56 PUR(NS) 


the reported operating revenues for 
1943 was in connection with receipts 
from the servicing of customers’ in- 
stallations, which decreased by $4, 
518.39 in 1943 as compared with 
1942. According to Mr. Sinelnick, 
this reduction was due to the change, 
in 1943, in company policy of charg- 
ing for the servicing of customers’ re- 
frigerators. Prior thereto a contract 
covering this service, which was at the 
rate of $2 for each refrigerator, pay- 
able in advance, ran for a period of 
twelve months from the time a con- 
tract was signed. Early in 1943 it 
was decided to place these mainte- 
nance contracts on a calendar-year ba- 
sis and all contracts which expired 
during that year were renewed on an 
optional basis to the end of the year. 
As a result, the revenue from this 
source in 1943 was subnormal. Mr. 
Sinelnick testified, however, that it 
should amount to about $14,800 in 
1944 if no cancellations occurred dur- 
ing that year. Accordingly, 1943 op- 
erating revenues will be increased by 
$3,430 to reflect normal earnings from 
the servicing of customers’ installa- 
tions. 


Production Expenses 

As previously pointed out in this 
memorandum, the largest increase in 
operating costs experienced by the 
company in recent years occurred in 
production expenses. Charges to this 
group of accounts, which cover the 
cost of manufacturing gas, represented 
about 40 per cent of total operating 
and maintenance expenses (excluding 
depreciation expense and operating 
taxes) incurred by the company in 
1939, over 45 per cent in 1941, and 
nearly 56 per cent in 1943, 
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Although the quantity of gas man- 
ufactured in 1943 was about 15 per 
cent more than in 1939, an analysis 
of the figures indicates that higher 
prices for gas making materials as well 
as increases in wages account for most 
of the increase in production expenses 
during the 5-year period. For exam- 
ple, the cost in 1939 of producing gas 
was only 26.22 cents per thousand, or 
approximately the same as the cost in- 
curred by the company in 1934-1935. 
In 1941, when only 148,000 thousand 
cubic feet more gas was made, pro- 
duction costs increased to 29.54 cents 
per thousand ; in 1943 they were nearly 
10 cents per thousand higher than in 
1941 and about 13 cents per thousand, 
or 50 per cent, more than in 1939. In 
view of the magnitude of the increase 
in these costs, charges during the 5- 
year period (1939-1943) have been 
summarized by principal groups of ex- 
penditures and are shown in Table 9 
[table omitted]. In addition, the table 
shows the charges for each group con- 
verted to unit figures of cents per thou- 
sand made. 


Supervision, Engineering, and Other 

Production Labor 

Expenditures for operating produc- 
tion labor, including supervision and 
engineering, have shown a steady 
growth since 1940 when, in spite of 
the increased quantity of gas pro- 
duced, these costs were slightly lower 
than in 1939. The increase in 1941 
over 1940 was not appreciable, but in 
1942 and 1943 it was substantial com- 
pared with 1941 and prior years. In 
view of the fact that similar increases 
in labor costs for other activities of the 
company, as well as offsetting de- 
creases in certain classes of work oc- 


curred during 1942 and 1943, labor 
expenditures for all purposes during 
this 5-year period will be considered 
and discussed separately in this mem- 
orandum. 


Boiler Fuel 

According to Mr. Thomas A. Lof- 
tus, chief chemist and assistant super- 
intendent, the company under normal 
conditions uses its tar production for 
boiler fuel, and when necessary sup- 
plements such tar with other forms of 
fuel. In 1942 the cost of such boiler 
fuels amounted to $82,509.07 or 3.26 
cents per thousand cubic feet of gas 
produced, which was from 20 to 30 
per cent higher than similar charges 
for the three preceding years. In 
1943, however, boiler fuel costs 
amounted to $105,246.59 or 4.08 cents 
per thousand produced; this being 
about $23,000 higher than in 1942 and 
over 70 per cent more than in 1939 
and 1941. 

Two factors account for the increase 
in boiler fuel costs in 1942 and 1943. 
First, in the latter part of 1942 and 
for several months in 1943 the dehy- 
dration equipment was out of service, 
during which period the company’s tar 
production could not be used for boiler 
fuel. This necessitated supplementing 
its requirements with rice coal, fuel 
oil, and a small amount of holder oil. 
Since each of these fuels costs more 
per heat unit than tar, this factor re- 
sulted in an increase in boiler fuel 
costs in 1942 and 1943 over preceding 
years. Secondly, the quality of water 
gas generating oil used by the com- 
pany during 1942 and 1943 produced 
progressively poorer grades of tar. 
For example, the equivalent tar used 
for boiler fuel per thousand cubic feet 
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of gas made was J.85 gallons in 1941; 
it was 0.88 gallons in 1942 and 1.14 
gallons in 1943. This additional con- 
sumption of tar is also accounted for 
by the increase in water content of the 
emulsion from which the tar was 
made. According to Mr. Loftus, the 
average water content of the emulsion 
increased from 50.7 per cent in 1941 
to 57.4 per cent in 1942 and to 62.8 
per cent in 1943. The combination of 
these two factors is the principal rea- 
son for the substantial increase in boil- 
er fuel costs in 1942 and 1943 as com- 
pared with previous years. 

Mr. Loftus testified, however, that 
at the present time and for several 
years in the future, the sole boiler fuel 
the company contemplates using is tar 
that it will produce. According to his 


testimony the company used the equiv- 
alent of 1.14 gallons of tar per thou- 


sand cubic feet of gas produced for 
boiler fuel purposes in 1943, when 2,- 
579,902.0 thousand cubic feet of gas 
was manufactured. At 3 cents a gal- 
lon, the amount at which this residual 
is credited to production expenses, the 
boiler fuel cost to the company for pro- 
ducing the same quantity of gas man- 
ufactured in 1943 would amount to 
approximately $88,200. This is about 
$17,000 less than actual boiler fuel 
costs incurred in 1943, and the oper- 
ating income before Federal income 
tax will be increased by that amount. 


Water Gas Generator Fuel 

During the course of the proceeding 
many questions were raised as to the 
reasonableness of the amount charged 
to production expenses for coke pur- 
chased from Koppers Company (for- 
merly Koppers Gas and Coke Com- 
pany), which was used for generator 
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fuel purposes. The charges for this 
one commodity represent about 25 per 
cent of total production cost, and were 
exceeded only by the charges for water 
gas oil. Due to the many issues 
raised, a summary of the pertinent 
data pertaining to this element of pro- 
duction expense has been compiled fori 
the 5-year period, 1939 to 1943, and 
is set forth in Table 10. [Table omit- 

ted. | 

As shown in the preceding tabula- 
tion, the cost of generator fuel amount- 
ed to $156,879.80 in 1939, when 18- 
594 tons of coke, at an average pricefil 
of $8.44, were used in producing 2, 
253,151.0 thousand cubic feet of gas. 
It required 16.5 pounds of coke to 
make a thousand feet of gas, which re- 
sulted in a cost of 6.96 cents per thov- 
sand. In 1940 the production of gas 
increased about 5 per cent over 1939 
and 1,200 additional tons of coke were 
used. However, a decrease in the av- 
erage price of coke during 1940 rei 
duced the cost per thousand by .0/7 
cents to 6.89 cents. 

In each year subsequent to 1940 the 
quantity of gas made continued to in- 
crease over the preceding year, re 
sulting in additional coke consump- 
tion, and in 1943, when 2,579,902.0 
thousand cubic feet of gas was mant- 
factured, the company used 21,931 
tons of coke at an average price of 
$9.70 per ton. The cost of this coke 
was 8.25 cents for each thousand cu- 
bic feet of gas made, and exceeded by 
1.29 cents per thousand the cost in- 
curred in 1939. This excess, how- 
ever, cannot be attributed to an in- 
crease in the price of coke alone; a 
small part is due to higher consump- 
tion per thousand. Making allow- 
ance for an additional one-half pound 
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f coke consumed per thousand, the 
creased cost of generator fuel in 
943 would be about 1.04 cents per 
t@nousand more than in 1939, and 
bout 1.10 cents per thousand more 


ade in 1943, it is apparent that the 
igher prices paid by the company for 
its coke requirements increased gener- 
-Btor fuel costs by nearly $27,000 over 
what they would have been had coke 
-Brices prevailing in 1939 and 1940 re- 
-Mnained unchanged. 

The charges of $212,767.79 in 1943 
lo not reflect the latest price paid for 
Moke by the company when the hear- 
JBvgs in this proceeding were conclud- 
d. However, before determining the 
djustment that should be made to the 
<Meported costs for this factor, it will 
ec necessary to dispose of several ques- 
ions raised regarding these charges. 

[12] For many years in the past 
Bhe company has purchased its coke re- 
uirements from Koppers Company, a 
ubsidiary of Koppers United Com- 
bany—the company which owned the 
ommon stock of Brooklyn Borough 

as Company. This relationship pre- 
sumably caused counsel for the Office 
bf Price Administration to raise the is- 
ue as to whether Koppers United 
ompany was a registered holding 
ompany, and consequently whether 


ompany were subject to the provi- 
sions of the Public Utility Holding 
ompany Act of 1935. He inferred 
hat under the Holding Company Act 
h parent company could not serve a 
subsidiary at a profit and that all re- 
ationships by way of service, whether 
or merchandise or for other activities, 
ust be furnished at cost. In this in- 


stance, however, Koppers United 
Company (the parent) did not serve 
Brooklyn Borough Gas Company di- 
rectly; the service was performed by 
its subsidiary, the Koppers Company. 
But counsel did not state whether the 
provisions of the Holding Company 
Act were applicable to relationships 
between affiliates of the same holding 
company. 

Despite this apparent void, it is be- 
lieved that counsel’s original conten- 
tion was that under the Holding Com- 
pany Act of 1935 the intercorporate 
relationship between the Gas Company 
and Koppers interests precluded the 
Koppers Company from making a 
profit on coke sold to the Gas Com- 
pany, although he offered no proof 
that the seller realized a profit from its 
dealings with the Gas Company. At 
counsel’s request the company present- 
ed a communication dated January 
3, 1944, signed by E. S. Ruffin, Jr., 
as head of the legal department of the 
Koppers United Company, in which 
the status of that company was stated 
to be as follows: 

“Koppers United Company is a 
holding company, as defined in § 2(a) 
(7) (A) of the Public Utility Holding 
Company Act of 1935, 15 USCA § 79 
b(a)(7) (A), by reason of its owner- 
ship of more than 10 per cent of the 
voting stock of certain other holding 
companies, as so defined, and certain 
public utility companies, as defined in 
§ 2(a)(5) of said act. Koppers Unit- 
ed Company has filed in good faith 
with the Securities and Exchange 
Commission an application for an or- 
der exempting it from all of the pro- 
visions of said act, and by virtue of 
§ 3(c), 15 USCA § 79c(c) thereof is 
exempt from any obligation, duty or 
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liability imposed by said act upon the 
applicant as a holding company until 
the Commission has acted upon said 
application. Said application is now 
pending before the Commission, and 
Koppers United Company has not had 
any notice of any action thereon by the 
Commission. Koppers United Com- 
_ pany is not a registered holding com- 
pany under said act, nor is it a sub- 
sidiary company, as defined therein, 
of any registered holding company 
thereunder.”’ 

Although this letter - states that 
Koppers United Company had filed 
an application for an order exempting 
it from the provisions of the Holding 
Company Act of 1935 and until the 
Securities and Exchange Commission 
had passed upon that application it was 
not a registered holding company un- 
der the act, no evidence was presented 
as to whether the Koppers Company, 
from which the Brooklyn Borough 
Gas Company purchases coke, was 
subject to the provisions of the act. 
It is unnecessary, however, to pursue 
this matter further in the present pro- 
ceeding. 

Between the time counsel for OPA 
raised the issue and the date of the 
final hearing in this proceeding, Kop- 
pers United Company sold its Brook- 
lyn Borough Gas Company common 
stock holdings, and thus the intercor- 
porate relationship with the Koppers 
interests which would have required 
the application of the no profit rule 
under the provisions of the Holding 
Company Act, if applicable, ceased to 
exist. Hence the question as to wheth- 
er a modification should be made in 
the amount charged to production ex- 
penses for coke used in the manufac- 
ture of gas, so as to reflect the cost of 
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such coke to the Koppers Company, ; 
of academic interest only. This ques 
tion was settled by Koppers United 
Company when its common stock hold 
ings of the Gas Company were dis 
posed of. 


nto the 
hetween 


In the future, the issue off, 


affiliation will no longer be preseni, 


unless Koppers interests again inves| 
in the common stock of the Gas Com 


pany. 


Counsel for the city of New York 


also questioned the reasonableness of 


the amount charged to production ex#¥ 


penses for coke used as generator fuel 
He claimed competent evidence had 
not been presented by the company 


that an honest effort had been made toms 


obtain coke at the best possible price, 
and strenuously objected to the onl 
testimony on this subject presented by 


a company witness, which was to th V 
effect that since 1941 Brooklyn Bore 


ough Gas Company has been paying the 
same base price for coke purchased 
from the Koppers Company as other 
companies in the metropolitan area. 
Counsel originally contended, also, 


that in view of the intercorporate re-fliti 


lationship between the Gas Company, 
the Koppers interest and Brooklyn Un- 
ion Gas Company, the Commission 
would be warranted in using an 
amount not in excess of the price a 
which Brooklyn Union Gas Company 
sells its surplus coke to the Koppers 
Company as the fair cost of generator 
fuel. At the hearing on March 8, 
1944, counsel asked that a thorough 
investigation be made into this mat- 
ter, similar to the investigation made 
in Case 7908B (1937), 21 PUR(NS) 
353, and requested a ruling by the 
Commission on the following motion: 


Mr. Hertzoff: Well, I can state it 
simply. I want the Commission to go 
30 
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nto the prices, into the relationship 


jegpetween this company and Koppers, 
‘tome price of coke, the same as they did 
n the other case. 


At the same time counsel for OPA 
asked to have the inquiry broadened 
nnd made the following request : 


Mr. Keebler: I want to know the 
price at which coke is being sold by 
Brooklyn Union to Koppers and in- 
wiry as to the quality of that coke 
and its suitability for the purposes of 
Brooklyn borough. 

Since these motions were taken un- 
der consideration and decision re- 
served, the merit of each will now be 
BKiscussed and considered. 

In the prior rate proceeding (Case 
7908B supra), this Commission made 
ma very thorough investigation of the 
entire coke situation as it existed at 
mthat time. A coal and coke expert 
of wide experience was retained who 
presented testimony on all aspects of 
the problem. In addition, the Com- 
mission received evidence on the quan- 
.Btities and prices of coke purchased 
from the Koppers interests by New 
.BYork and Richmond Gas Company, 
Queens Borough Gas & Electric Com- 
pany, and Kings County Lighting 
Company, and found that each of these 
#ecompanies was buying coke at a low- 
er price than was Brooklyn Borough 
Gas Company. The intercorporate 
relationship of Brooklyn Union Gas 
Company and Koppers Gas & Coke 
.BCompany was reviewed and consider- 
able testimony was received on the pro- 
duction and use of coke by the former 
company, as well as the sale of its sur- 
-Bplus coke to the latter company. Con- 
siderable testimony was received also 
on the subject of transporting coke to 
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the plant of Brooklyn Borough Gas 
Company as well as to the plants of the 
other companies. 

After careful consideration of all the 
testimony and evidence, the Commis- 
sion reached certain conclusions on the 
many issues raised on this matter in 
that proceeding. As to the sale of 
surplus coke by Brooklyn Union Gas 
Company to Brooklyn Borough Gas 
Company either at the price the for- 
mer company received from the Kop- 
pers interests, or at a lower price as 
advocated by the expert witness, the 
conclusion reached in the memoran- 
dum was as follows: 


“The Brooklyn Borough Gas Com- 
pany and the Brooklyn Union Gas 
Company are not affiliated companies 
except in the sense that the Koppers 
interests own all of the common stock 
of the former and 24 per cent of the 
common stock of the latter. There is 
no ownership of stock of the Brooklyn 
Borough Gas Compny by the Brook- 
lyn Union Gas Company or vice versa. 

“The Brooklyn Union Gas Com- 
pany cannot be compelled to sell its 
surplus coke to the Brooklyn Borough 
Gas Company but were they affiliated 
interests, suspicion would be raised as 
to the fairness of the price charged the 
Brooklyn Borough Gas Company for 
its coke requirements.” 

This finding by the Commission in 
Case 7908B, supra, covered the same 
issue raised by counsel for OPA in 
this proceeding and by counsel for the 
city of New York in his brief. The 
only evidence presented in this pro- 
ceeding that conditions have changed 
since this finding was made, was to the 
effect that Brooklyn Borough Gas 
Company was no longer an affiliate of 
the Koppers United Company and con- 
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sequently not associated or affiliated in 
any respect with the Brooklyn Union 
Gas Company. As no definite rela- 
tionship now exists between the two 
gas companies, the question of an in- 
quiry or investigation into the coke 
operations of the Brooklyn Union Gas 
Company as they affect the operations 
of the Brooklyn Borough Gas Compa- 
ny is more remote than it was in the 
former rate proceeding, and it is rec- 
ommended that the motion made by 
counsel for OPA be denied. 

Another finding by the Commission 
in Case 7908B, supra, was that the 
cost of coke used by Brooklyn Borough 
Gas Company in its operations was 
excessive by at least $15,000. On this 
point, the conclusion in the memoran- 
dum was as follows : 

“However, apart from the testi- 
mony of Mr. Stevenson, it would ap- 
pear that the cost of coke to the com- 
pany was excessive. The price paid 
by the compny was higher throughout 
the period under consideration than 
that paid by the Queens Borough Gas 
and Electric Company or the Kings 
County Lighting Company for sim- 
ilar coke from the same source. Un- 
like the Brooklyn Borough Gas Com- 
pany, these two companies would ap- 
pear to deal at arms’ length in making 
coke contracts with the Koppers in- 
terests. In the case of these two com- 
panies, common knowledge indicates 
no similarity of control or interests, 
but rather the contrary. It is indica- 
tive of the situation that only the 
Brooklyn Borough Gas Company’s 
contract lacks a moisture clause, a fact 
that is almost of greater moment than 
the price discrepancy. Giving consid- 
eration to these differences, to the re- 
lationship of the company and the 
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Koppers interests, and to the fact that 
the company did not fulfil the burden 
of proof imposed by law as to the rea. 
sonableness of the cost of its coke not- 
withstanding the ample opportunity 
afforded, it is found that the cost of 
the coke used by the company in its 
operations was excessive by at least 
$15,000 in the nominal temporary 
rate period and in the year 1935.” 

Since the memorandum in Case 
7908B, supra, was adopted, three im- 
portant changes bearing directly on 
this finding have taken place. These 
changes raise considerable doubt as to 
the wisdom of another inquiry or in- 
vestigation into the coke situation as 
requested by counsel for the city of 
New York. They are: (1) the con- 
tract covering the purchase of coke 
from the Koppers Company was modi- 
fied so that since 1941 the base price to 
Brooklyn Borough Gas Company has 
been the same as to Queens Borough 
Gas and Electric Company and to 
Kings County Lighting Company; 
(2) at the same time the provisions of 
the contract, particularly regarding 
the moisture content of the coke, were 
made uniform with other contracts; 
and (3) the affiliation between the 
Brooklyn Borough Gas Company and 
the Koppers United Company ceased 
to exist early this year. Thus, at least 
three important factors that were cor- 
sidered in arriving at the conclusion 
that the amount charged to production 
expenses by Brooklyn Borough Gas 
Company for coke used in manufac- 
turing was excessive, are now nonex- 
istent. 

In view of these facts, and since the 
present problem is to pass upon the 
propriety of rates to be charged for a 
temporary period in the future, it does 
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not appear that the request of counsel 
for the city of New York should be 
granted. Evidence in the present pro- 
ceeding indicates that the intercorpo- 
rate relationship between Brooklyn 
Borough Gas Company, the Koppers 
interests, and the Brooklyn Union Gas 
Company was the same prior to 1944 
as that prevailing during the prior rate 
proceeding, but this has now been elim- 
inated. Testimony in this proceeding 
shows, also, that the basic price of 
coke has been reduced by the Koppers 
Company to the same price it charges 
other operating companies in the met- 
ropolitan area, and the clause relating 
to the moisture content of the coke has 
been made uniform. Hence, another 
investigation into this matter in this 
proceeding would not be justified, and 
it is recommended, therefore, that the 
motion of counsel for the city of New 
York also be denied. 


We now come to the amount that 
should be included in production ex- 
penses for generating fuel to reflect the 
price of coke prevailing on or about 


December 31, 1943. In view of the 
fact that the ceiling price of coke has 
been regulated in recent years by the 
Office of Price Administration, prices 
actually paid by the Brooklyn Borough 
Gas Company during the past three 
years will be briefly reviewed. 

A contract was entered into with the 
Koppers Company on April 1, 1941, 
in which the price of coke was estab- 
lished at $7.50 per ton. Under the 
provisions of the contract this base 
price was subject to change to provide 
for increases or decreases in the wages 
of bituminous coal miners and in trans- 
portation rates for bituminous coal. 
During the effective period of the con- 
tract the base price was modified up- 


[3] 


wards on two different occasions due 
to higher wages paid to coal miners, 
and both of these increases were ap- 
plied retroactively to April 1, 1941. In 
addition, increased transportation 
rates raised the price in two instances, 
and at the expiration date of the con- 
tract (Mar. 31, 1942) the price of coke 
had increased to $8.35676 per ton. 

This contract was extended for an- 
other year, and the price of $8.36 per 
ton, which had become effective April 
1, 1942, remained unchanged until 
February 1, 1943, when a Federal 
transportation tax of 4 cents per ton 
was added. The price was again in- 
creased on March 4, 1943 by 22 cents 
per ton, due to an increase in wages of 
coal miners. These two changes raised 
the price to $8.62 per ton, where it 
remained until March 31, 1943, when 
a new contract was negotiated. Sub- 
sequent modifications during 1943 
amounting to an additional 55 cents 
per ton brought the price of coke to 
$9.17 as of December 31, 1943. These 
changes between April 1, 1941, and 
December 31, 1943, as just outlined, 
may be summarized as follows: [Ta- 
ble omitted. ] 

A large portion of the increase in 
the price of coke between April 1, 
1941, and December 31, 1943, has 
been incurred under regulatory action 
of the Office of Price Administration, 
which agency appeared in this proceed- 
ing as a protestant against the tempo- 
rary increase of rates sought by the 
Brooklyn Borough Gas Company on 
the ground that such increase, if 
granted, would tend to create inflation 
and interfere with the government’s 
wartime program of keeping down the 
cost of living. The ceiling price of 
coke has been regulated by the OPA 


33 56 PUR(NS) 





NEW YORK PUBLIC SERVICE COMMISSION 


since May 18, 1942, when the maxi- 
mum price that could be charged there- 
after was fixed as the price specified in 
the last schedule issued by the seller 
on or before December 15, 1941, and 
in effect during any portion of the 
period between December 15 and 31, 
1941. Subsequent amendments to the 
regulations, issued from time to time 
by the OPA, permitted the seller to 
modify the base price by the Federal 
transportation tax, changes in trans- 
portation rates, and increases or de- 
creases in the cost of coal mining la- 
bor. 

According to these provisions, the 
ceiling price of coke to Brooklyn Bor- 
ough Gas Company was $8.0889 per 
ton, the price paid as of December 31, 
1941. Between that date and Decem- 


ber 31, 1943, the price of coke in- 
creased to $9.17, or $1.08 per ton. As 
shown in the preceding tabulation, this 


increase consisted of 85 cents per ton 
for higher wages to coal miners, 19 
cents per ton for increased transporta- 
tion costs, and 4 cents per ton for Fed- 
eral transportation tax. The changes 
in each of these items were directed by 
Federal governmental agencies and 
were added by the seller to the Decem- 
ber 31, 1941, base price of coke 
under regulations promulgated by 
OPA. This means, of course, that on 
the basis of coke consumed in 1943 
nearly $24,000 annually was added to 
production expenses on account of in- 
creased fuel costs authorized and di- 
rected under regulatory action of Fed- 
eral governmental agencies. 

Other elements of cost must be add- 
ed to the base price of $9.17 per ton 
to obtain the total cost of coke as of 
December 31, 1943. These elements 
consist of 80 cents per ton for trans- 


56 PUR(NS) 


porting the coke to the company’s 
plant and 21 cents per ton for insur- 
ance in transit, handling at the plant 
and allowance for screenings or waste. 
Adding these two amounts to the base 
price brings the total cost of a ton of 
coke to $10.18 as of December 31, 
1943. This is 48 cents per ton more 
than the average cost of coke consumed 
during 1943 and 33 cents higher than 
the cost during December of that year. 
This latter difference is accounted for 
by the increase effective as of Novem- 
ber 29, 1943, which was not billed to 
the company until early in 1944. 
During 1943 the company used 21,- 
931 tons of coke or 17.0 pounds for 
each thousand cubic feet of gas made. 
This consumption is slightly higher 
than the average consumption in the 
four preceding years, and more than 
the average consumption for the last 
five months of 1943. In December, 
1943, the company used 16.7 pounds 
per thousand made, which is about the 
same as the usage in the years 1939 to 
1942, inclusive, and this figure will be 
adopted for the purpose of determin- 
ing the adjustment that should be 
made to production expenses for coke 
used in the production of gas. On the 
basis of gas made in 1943, and using 
$10.18 per ton as representing the pre- 
vailing cost of coke at December 31, 
1943, production expenses of the com- 
pany should be increased by $6,500 
and operating income before Federal 
income tax reduced correspondingly. 


Oil for Water Gas 

During the period from 1939 to 
1943, inclusive, the largest increase in 
production expenses experienced by 
the company, both in amount and in 
cents per thousand, was for water gas 
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oil used in operations. According to 
Table 9 [omitted], the charges in 1939 
for this item amiounted to $258,075.51 
and were equivalent to 11.45 cents per 
thousand made. They were slightly 
higher in 1940, and in 1941, the last 
year of operations before World War 
II, the cost of this commodity had in- 
creased to 14.67 cents per thousand, 
or 3.22 cents per thousand more than 
the cost incurred in 1939. In 1942 
and 1943 the increases in charges were 
substantial; in the latter year they 
amounted to $521,327.58 and were 
equivalent to 20.21 cents for each 
thousand cubic feet of gas made. This 
is an increase of 8.76 cents per thou- 
sand, or 76.5 per cent over the cost 
in 1939. Since the quantity of oil used 
in producing a thousand cubic feet of 
gas was about the same in each year 
(4.23 gallons in 1939 and 4.21 gal- 
lons in 1943), it is evident that the 
higher prices the company was re- 
quired to pay for water gas oil during 
this period increased production ex- 
penses by over $225,000 on the basis 
of gas made in 1943. 

The price paid by the company for 
water gas oil has been changing rapid- 
ly in the past three years. During the 
first four months of 1941 the com- 
pany used a No. 5 oil exclusively, 
which cost about 3.69 cents per gal- 
lon in the generators. In May, 1941, 
a change was made to No. 6 or Bunker 
“C” oil, the price of which was $1.25 
per barrel f. o. b. Bayonne, New Jer- 
sey. This price remained in effect to 
June 30, 1941, and was then increased 
to $1.35 per barrel, resulting in a cost 
in the generators of 3.45 cents per gal- 
compared with 3.69 cents for No. 

oil. 

During 1942 the company used No. 


6 oil almost exclusively, supplement- 
ing it on several occasions with No. 5 
and with mixed oils, but the price per 
barrel was increased on March 27, 
1942, from $1.35 to $1.55. It was 
further increased to $1.80 per barrel 
on April 29, 1942, then, on August 5, 
1942, reduced to $1.65 per barrel. The 
last contract under which the company 
purchased oil expired on December 31, 
1942, and thereafter it paid the price 
posted by the oil companies under rules 
and regulations prescribed by the Of- 
fice of Price Administration, which 
was $1.65 per barrel. This price re- 
mained in effect until March 8, 1943, 
when the price was fixed on the AP1 
gravity scale of oil. After this change 
took place, the gravity range of the 
oil used by the company was from 15.5 
to 18.9, for which the price of $1.89 
per barrel initially established was con- 
tinued until October 28, 1943, when it 
was reduced to $1.77 per barrel. Ef- 
fective January 18, 1944, the price was 
again raised to $1.89 per barrel, and 
on April 1, 1944, it was reduced once 
more to $1.77 until further notice. 
This is another instance in which a 
substantial increase in the company’s 
operating expenses has been incurred 
during a period when the price of a 
commodity was under regulatory ac- 
tion of a Federal governmental agency. 
On December 31, 1942, when regu- 
latory authority was taken over by the 
OPA, Brooklyn Borough Gas Com- 
pany was paying $1.65 per barrel for 
No. 6 Bunker “C” oil. One year later, 
on December 31, 1943, it was pay- 
ing $1.77 per barrel for AP1 gravity 
scale oil which was blended with other 
oils and used after No. 6 oil was dis- 
continued. There is an increase of 12 
cents per barrel, but for a considerable 
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period in 1943 (March 8th to October 
28th) the price was $1.89 per barrel 
or 24 cents more than for No. 6 oil. 
As the quantity of oil required to pro- 
duce a thousand cubic feet of gas was 
about the same in 1942 and 1943, it 
is obvious that the higher prices of 
oil under the regulatory authority of 
OPA added about $80,000 to the com- 
pany’s operating costs during 1943. 

In adjusting its operating expenses 
to reflect the latest prevailing price of 
oil, the company increased production 
costs by $4,500. This amount repre- 
sents the difference between the actual 
charges for water gas oil in 1943 and 
the cost of the same quantity of oil at 
prices prevailing early in 1944. In 
arriving at this adjustment it was as- 
sumed that 95.63 per cent of the oil 
consumed would be 16 AP1 gravity 
oil costing $1.89 per barrel, the price 
which became effective January 18, 
1944, and which the company actually 
paid from March 8 to October 28, 
1943, and that 4.37 per cent would be 
No. 3 oil which was included at $2.77 
per barrel. 

In the brief submitted by counsel for 
the city of New York an estimate for 
this adjustment was included which 
varied considerably from the com- 
pany’s estimate. Counsel originally 
claimed that the charges for water gas 
oil in 1943 should be reduced by $13,- 
457. After it had been announced that 
the price of 13 and above AP1 gravity 
oil, which covered the gravity range 
of 15.5 to 18.19 actually used by the 
company in 1943, had been reduced to 
$1.77 per barrel effective April 1, 
1944, he asserted that the production 
expenses should be reduced by an ad- 
ditional $30,000 to give effect to this 
latest reduction in price. 
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The principal reason for the differ. 
ence of nearly $18,000 between the 
original estimate of counsel for the city 
of New York and the company’s esti- 
mate is that the former assumed the 
company would use only 4.07 gallons 
of oil per thousand made rather than 
4.21 gallons actually consumed in 
1943. The figure of 4.07 gallons rep- 
resents the company’s experience in 
December 1943, which was less than 
the usage in any month during the 
year except in May when the con- 
sumption was only 4.03 gallons per 
thousand made. In fact, the consump- 
tion of oil during the months of maxi- 
mum production when one would ex- 
pect the greatest efficiency was higher 
than the average for the year. 

The facts do not warrant accepting 
this assumption. If it were adopted it 
would mean that future consumption 
of oil per thousand would not exceed 
4.07 gallons on the average, and that 
operations during 1943 and prior years 


were either inefficient or the company & 


was using a poor grade of oil. But 
the evidence shows that in 1939 the 
company used 4.23 gallons per thou- 
sand made, in 1940 the consumption 
was 4.31 gallons, in 1941 it was 4.20 
gallons, and in 1942 it was 4.19 gal- 
lons. Thus it is quite apparent that 
the quantity of oil used per thousand 
cubic feet of gas made in 1943 was not 
out of line with the results experienced 
by the company during the preceding 
four years, and for the purpose of this 
memorandum a consumption of 4.21 
gallons of oil per thousand will be ac- 
cepted and used. 

In a supplemental brief the company 
objected to the further adjustment of 
$30,000 claimed by counsel for the city 
of New York on account of a reduc- 
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tion in the price of oil. In general this 
objection was that the company had no 
definite assurance it would receive oils 
of the same gravity scale in the future 
as it received in the past, and if it were 
required to use a lower gravity oil 
than 15.5 to 18.19 it would, of course, 
consume a larger quantity and conse- 
quently production expenses would 
equal or exceed those actually incurred 
in 1943. Obviously, this argument 
does not merit serious consideration. 
There is no evidence whatever that the 
company will not receive the same 
gravity of oil it received in 1943. The 
letter from the oil company merely re- 
fers to a change in the prices of differ- 
ent grades of oil effective April 1, 
1944. It contains no factual evidence 
from which one might infer the com- 
pany would not receive oil of the same 
gravity in the future as it did in the 
past, and an adjustment will be made 
to give effect to the latest change in 
the price of oil. 

In order to produce the same quan- 
tity of gas as in 1943, it is estimated 
that on the basis of consuming 4.21 
gallons of oil for each thousand cubic 
feet of gas the company will require 
10,398,000 gallons of 16 AP1 gravity 
oil and 475,000 gallons of No. 3 oil, or 
a total of 10,873,000 gallons. Adopt- 
ing the price of $1.77 per barrel for 16 
AP1 gravity oil which would result in 
a cost of 4.45 cents per gallon in the 
generator, and using a cost of 6.845 
cents per gallon for No. 3 oil results 
in a total cost for water gas oil of 
about $495,000 or approximately $26,- 
000 less than the actual charges in 
1943, and the reported operating in- 
come before Federal income tax will 
be increased to give effect to this ad- 
Justment. 


Maintenance Expense 

In 1943 charges on the company’s 
books for maintenance of production 
equipment including storage facilities 
amounted to $70,990.80 and were 
equivalent to 2.75 cents per thousand 
cubic feet of gas made. In total they 
were higher than expenditures made 
for the same purpose in each of the four 
preceding years, exceeding the charges 
in 1942 by about $13,700, those in 
1941 by $8,600, and those in 1940 by 
$7,300. The individual maintenance 
accounts fluctuated considerably dur- 
ing the 5-year period from 1939 to 
1943, inclusive. With respect to this 
group of expenditures, counsel for the 
city contends that at least $9,053.52 
of the 1943 total represents abnormal 
costs that should be eliminated in de- 
termining reasonable operating ex- 
penses. 

Charges for maintenance of distri- 
bution property amounted to $99,107.- 
62 in 1943. Such costs were about 
$600 more than the expenditures in 
1942, but were less than the charges 
in each of the years 1939, 1940, and 
1941. As to this group of expendi- 
tures, counsel for the city did not ques- 
tion any of the charges; neither did he 
question the charges for maintenance 
of general equipment, which amounted 
to $3,641.05 in 1943 and which were 
less than the average costs during the 
5-year period 1939 to 1943, inclusive. 

The total production maintenance 
expenses questioned by counsel con- 
sisted of charges to the following ac- 
counts : 

Water gas generating equipment ... $2,500.30 
Coal, coke, and ash handling equip- 

ment 
Purification equipment 
Residual refining equipment 

$9,053.52 
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Maintenance costs for water gas 
generating equipment in 1943 amount- 
ed to $24,533.25 and exceeded by 
about $9,800 the charges in 1942. Ac- 
cording to Mr. T. A. Loftus, increased 
operations of the water gas sets in 
1943 required additional maintenance 
work for which additional expendi- 
tures of $3,900 for labor and $6,000 
for repair parts were made. Due to 
prevailing load conditions it was nec- 
essary to keep three water gas sets un- 
der fire simultaneously for 147 days 
in 1943, compared with 73 days in 
1942 and only 16 days in 1941. Prior 
to 1941 only two sets were ordinarily 
kept under fire. Mr. Loftus testified 


that this increased operation brought 
about additional maintenance costs, 
and for 1944 he anticipated operating 
the sets to the same extent as they were 
operated in 1943. On the other hand, 


counsel for the city argues that since 
the number of days all three water gas 
sets operated in 1943 was twice that 
of 1942, it followed that maintenance 
expenditures for this class of property 
in 1943 should not be more than 50 
per cent higher than in 1942. Accord- 
ingly, he claims that $2,500.30 repre- 
sents abnormal maintenance costs 
which should be eliminated from the 
operating expenses of the company. 
The charges for maintenance of coal, 
coke, and ash handling equipment 
amounted to $1,440.02 in 1941; they 
were $1,376.76 in 1942, and totaled 
$2,812.66 in 1943. The increase in 
1943 over 1942 was due largely to re- 
pairing a clam shell coke bucket at a 
cost of $427 and to other additional 
repair parts amounting to $889. Coun- 
sel for the city claims that these ad- 
ditional expense items will not be re- 
curring yearly and contends that $1,- 
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200 should be elminated from the com- 
pany’s reported costs, in order to ap- 
proximate normal expenses for this 
class of maintenance. In estimating 
the abnormal expense, counsel states 
that if 15 per cent were added to 1941 
charges for higher wages and mate- 
rial costs, the resultant amount would 
represent normal maintenance costs 
for this class of property, and on this 
basis the costs would amount to ap- 
proximately $1,656, or about $1,200 
less than the actual charges in 1943, 
The company claims, however, that 
there is no basis for assuming that 
such repairs are nonrecurring, or that 
if they fail to recur in the future there 
will not be others equal to or greater 
in cost. 

Charges incurred in connection 
with maintaining purification equip- 
ment were also questioned by counsel 
for the city. In 1943 these expendi- 
tures amounted to $3,277.86 and 
were nearly 50 per cent less than the 
charges in 1942. According to the 
testimony, repairs made to the side of 
a cast iron purifier box resulted in 
high charges for 1942. Even though 
the expenditures in 1943 were nearly 
50 per cent less than in 1942, counsel 
for the city claims that costs during 
the months of May and October, 1943, 
were much larger than in_ other 
months of the year. He contends that 
such costs included abnormal ex- 
penses, and if the charges for October 
only were eliminated, the average 
monthly maintenance expenditures for 
this property would aggregate $2- 
468.64. This is $809.22 less than the 
actual expenditures for 1943, and he 
claims that this amount should be ex- 
cluded as an abnormal expense. 

The last item questioned by counsel 
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was for maintenance of residual refin- 
ing equipment. In 1943 the company 
spent an additional sum of $2,366 for 
maintenance of heaters and pumps in 
the tar dehydration system, approxi- 
mately $1,000 for the insulation of a 
tank and about $1,178 for recondition- 
ing a tar heater. The aggregate of 
these three items amounts to $4,544, 
and counsel for the city claims that 
this amount should be excluded from 
operating expenses as a nonrecurring 
expenditure. Mr. Loftus testified, 
however, that in his judgment the 
maintenance charges for this class of 
property will be as high in 1944 as 
they were in 1943. He testified that 
the additional dehydrating of tar emul- 
sion to be done by the company will 
result in more maintenance costs due 
to various causes beyond the control 
of the company. 

[18, 14] Under normal operating 
conditions a utility company as a gen- 
eral rule can control maintenance 


TABLE 11. 
Production 


costs within certain limits. Neverthe- 
less, expenditures made for such pur- 
poses will necessarily vary from 
month to month and from year to 
year, and during periods of abnormal 
operations the variations will be more 
pronounced due to circumstances be- 
yond the control of the company. Of 
course, in determining proper operat- 
ing expenses for rate purposes one 
must examine the maintenance charges 
in order to eliminate unusual and non- 
recurring items, but, on the other hand, 


mere variations in such costs do not 
necessarily mean that charges for ab- 
normal items are included therein. 
Consideration must not only be given 
to all factors affecting such expendi- 
tures, and due to the very nature of 
such expenditures a proper determina- 
tion cannot be based on the mere com- 
parison of the costs in one year with 
the immediately preceding year, or in 
one month with other months within 
the same year. A substantial period 
should be examined in order that a 
just and reasonable conclusion may be 
made. 

For this purpose the total expendi- 
tures made by the Brooklyn Borough 
Gas Company for all maintenance pur- 
poses during a recent period of years 
should be considered. In Table 10 a 
summary of the reported costs for such 
purpose during each of the years 1939 
to 1943, inclusive, is shown, as well 
as the average for the 5-year period 
for each group. [Table 10 omitted. ] 


Maintenance Expenses, 1939-1943 


Total 
$156,272.54 
170,088.76 
172,175.45 
159,578.85 
173,739.47 
166,371.01 


General 

$4,104.02 
3,635.70 
4,318.09 
3,834.60 
3,641.05 
3,906.69 


Distribution 
$100,315.16 
102,811.96 
105,493.96 
98,514.14 
99,107.62 
101,248.57 


From Table 11 it will be seen that 
actual maintenance charges were high- 
er in 1943 than in any other year of 
the period. They exceeded the charges 
in 1942 by about $14,000, but were 
only $1,600 more than in 1941 and 
about $3,700 higher than in 1940. In 
order to accomplish the same amount 
of maintenance work one would nat- 
urally expect the expenditures in 1943 
to exceed those in 1942, due to higher 
material prices and wage rates prevail- 
ing in the later year. But compared 
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with 1941 and 1940, the two years 
immediately preceding the start of 
World War II, the costs during 1943 
do not appear unreasonable unless the 
charges in the former years were ab- 
normal, and no such claim has been 
made in the present proceeding. In 
fact, expenditures in 1943 were not 
the highest incurred by the company. 
In 1931 the company spent $184,- 
533.68 for maintaining its property 
and in 1935, when maintenance costs 
amounted to $172,688.88, they near- 
ly equaled 1943 expenditures. 
Counsel for the city of New York 
now asks that $9,053.52 of the charges 
to production maintenance accounts 
be eliminated in determining the rea- 
sonable operating expenses for the fu- 
ture. The company claims, of course, 
that the over-all maintenance charges 
in 1943 were not abnormal and that 
if certain specific maintenance work 
does not occur next year, other main- 
tenance work will be required equal to 
or greater in cost. As _ previously 
pointed out, all abnormal and non- 
recurring expenses should be elimi- 
nated in determining reasonable op- 
erating costs for the future. But un- 
der present conditions, whereby the 
company is required to increase the 
use of its plant facilities resulting in 
additional maintenance costs, it does 
not seem equitable and proper that 
mere fluctuations in such costs should 
be considered abnormal charges in one 
year as compared with another year. 
It is apparent that man-power short- 
age and scarcity of repair parts under 
conditions existing since the start of 
World War II have brought about 
variations in the charges for mainte- 
nance work, many of which are be- 
yond the control of the company. New 
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equipment cannot readily be obtained 
at present to replace worn-out equip- 
ment and, as property grows older, it 
is evident that maintenance costs will 
undoubtedly increase. This is the 
usual result under conditions similar 
to those which have existed for the 
past several years. 

A study of maintenance expendi- 
tures for a substantial period together 
with testimony of the assistant super- 
intendent of the company, who is re- 
sponsible for the proper and adequate 
maintenance of the property, does not 
indicate that 1943 charges for mainte. 
nance should be considered abnormal 
or unusual in determining such ex- 
penses for the near future. The 
amounts actually charged by the com- 
pany for maintenance costs during 
1943 will be adopted as reasonable 
costs for this purpose. 


Distribution Operation — Supervision 

and Engineering 

[15] In 1943 supervision and engi- 
neering charges for operating the dis- 
tribution system amounted to $41,- 
722.14. These charges were about 
$7,400 more than charges in 1942, 
and approximately $13,000 higher 
than those in 1941. The increase in 
1943 over 1942 is accounted for large- 
ly by closer supervision provided by 
the company over the operation of its 
distribution system. This additional 
supervision cost the company $5,700 
more in 1943 than in 1942. In addi- 
tion, $1,200 of the increase represent- 
ed higher wages paid to supervising 
employees. The total of these two 
items, $6,900, accounts for most of 
the increase in these charges. 

Counsel for the city maintains that 
the item of $5,700, representing addi- 
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tional supervision, is abnormal and 
should not recur in the future, and op- 
erating expenses should be adjusted 
correspondingly. Apparently coun- 
sel’s contention is based upon the re- 
duction in the number of employees 
classified as distribution employees. 
At December 31, 1943, there were 
114 employees assigned to the dis- 
tribution department compared with 
120 at the end of 1942, 149 at the end 
of 1941, 153 at the end of 1940, and 
157 at the end of 1939. In claiming 
a reduction for this item of expense, 
itis apparent that counsel did not give 
consideration to the fact that distribu- 
tion supervision and _ engineering 
charges do not vary with the number 
of employees at the end of the year. 
The figures just stated represent the 
number designated as distribution de- 
partment employees on a specific day 
at the end of each year, but doubtless 
during the year the number exceeded 
the total at December 31st. Consid- 
ering all evidence, the item of $5,700 
should not be eliminated as an abnor- 
mal operating expense. 


Operation of Distribution Lines 

The cost of operating the company’s 
distribution lines increased from $19,- 
967.68 in 1942 to $26,524.77 in 1943. 
Prior to 1942 the charges for this 
work remained practically constant; 
they amounted to $17,628.05 in 1941 
compared with $16,080.07 in 1940 
and $15,703.77 in 1939. According 
to the testimony of a company wit- 
ness, the increase of $6,557.09 in 
1943 over 1942 consists of $3,500 for 
additional payroll costs, $1,000 for in- 
creased transportation, and $2,000 for 
additional materials and supplies that 
were used in connection with this 


work. These additional charges were 
caused principally by the fact that 
more attention had to be given to the 
operation of the distribution lines in- 
cluding the mains, regulating and 
measuring equipment and pumps, and 
more frequent cleaning of drips was 
necessary due to the quality of oil 
used in the production of gas. Coun- 
sel for the city assumes that the an- 
nual charges for this type of work in 
the future should be at least $5,000 
less than the costs in 1943 and asks 
that this amount be excluded from op- 
erating costs. He did not indicate, 
however, the evidence on which this 
estimate was based, and as there are 
no factual data in the record to sup- 
port his assumption, the 1943 expen- 
ditures will not be modified as re- 
quested. 


Services on Customers’ Premises 
[16] The charges for services ren- 
dered by the company on customers’ 
premises amounted to $79,034.59 in 
1943. They exceeded similar charges 
in 1942 by about $8,600 and were 
nearly $14,000 higher than the expen- 
ditures in 1941. The increase in 1943 
over 1942, consisting largely of $6,- 
000 for additional payroll expendi- 
tures and approximately $2,000 for in- 
creased transportation expenses, was 
caused by the additional service the 
company was called upon to render 
the public in order that appliances on 
customers’ premises were adequately 
maintained. Counsel for the city 
argues that based on the past expendi- 
tures for this work, all appliances con- 
nected to the company’s system will 
have been placed in proper condition 
before long and the charges for this 
service in the future should then be 
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less than they were in 1943. He con- 
tends that at least $4,000 should be 
eliminated from operating expenses 
for this item. This claim would merit 
consideration were it not for existing 
conditions. It is common knowledge 
that new appliances are not now avail- 
able to the public and that the scarcity 
of such equipment has required utility 
companies to increase the amount of 
service rendered on customers’ prem- 
ises in order to keep existing appli- 
ances in efficient condition for con- 
sumption of gas. Appliances will con- 
tinue to grow old and until the short- 
age is remedied utility companies will, 
doubtless, be called upon to spend 
more than they would under normal 
circumstances in connection with serv- 
icing of customers’ appliances. There- 
fore, the charges made by the company 
for this purpose in 1943 will not be 
modified as requested by counsel for 
the city. 


Merchandising, Jobbing, and Con- 
tract Work 

[17] In 1939 and again in 1940 the 
company charged over $160,000 to 
the operating group of accounts desig- 
nated as “Sales promotion expenses.” 
In 1941 there was a redtction in 
these expenses of nearly $26,000. Due 
to conditions prevailing in 1942 the 
promotional activities of the company 
were substantially curtailed and the 
expenditures amounted to only $78,- 
406.01. A further curtailment took 
place in 1943 and only $40,600.32 was 
spent for this purpose. Thus it ap- 
pears that within a period of five 
years the reported cost of sales pro- 
motional activities decreased over 70 
per cent. 

The items included in this group 
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of accounts are for two purposes: (1) 
the costs incurred promoting the sale 
and use of gas, and (2) the revenues 
and direct expenses pertaining to mer- 
chandising and jobbing activities. In 
determining the rate base property de. 
voted to the latter purpose was ex- 
cluded and the reasons for elimi- 
nating such property were outlined, 
The reported loss incurred in connec. 
tion with this work, which wa; 
charged to the account “Merchandis- 
ing, Jobbing, and Contract Work,” 
amounted to $15,356.45 in 1943. This 
reported loss, however, did not in. 
clude all the expenses incurred by the 
company in this connection. Accord: 
ing to Exhibit 20 certain items of ex- 
pense pertaining to this work such as 
insurance, injuries and damages, we: 
fare expenses, pensions, and mainte. 
nance of general plant were charged to 
various administrative and general ex- 
pense accounts and not to merchandis- 
ing, jobbing, and contract work. Ih 
1942 these costs amounted to $2, 
128.51 and for the first nine months 
of 1943 they were $753.16. Since 
the expenditures for the entire year of 
1943 are not available from the rec 
ord it will be necessary to estimate the 
costs for the last three months of the 
year. Based on the actual charge 
during the first nine months, it would 
appear that the additional items of ex 
pense did not exceed $1,200 for the 
complete year. Adding this amount 
to the reported charges of $15,356.45 
results in a loss of $16,556.45 for 
merchandising and jobbing activities 
which will be eliminated from the 194 
operating costs, and operating income 
before Federal income tax increased 
by the same amount. 
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Special Services 

[18] During 1943 the company 
paid $5,475 to Mr. C. Ross Holmes 
for services in connection with litiga- 
tion involving the real estate taxes 
for several years prior to 1943; Mr. 
Holmes having been retained to make 
a valuation study of the structures 
and equipment included in the assess- 
ments being contested.. Counsel for 
the city argues that this is not a recur- 
ring cost and should be eliminated 
from operating expenses, although the 
testimony indicates the company does 
not expect the case will be tried until 
sometime in 1944 and until the trial 
has taken place the services of Mr. 
Holmes would be required. Further- 
more, the company contends that there 
is no basis for assuming that the 
charge for such services will be less 
during 1944 than it was in 1943. 


In determining reasonable costs to 
be used in passing upon the propriety 
of rates to be charged in the future, 
careful consideration must be given to 
the nature and purpose of expendi- 
tures made and charged by the com- 
pany to current operations. As to the 
item in question, one may properly as- 
sume that even though the services of 
Mr. Holmes will be required in 1944 
they will not be required in the near 
future unless the company proposes to 
contest and litigate future tax assess- 
ments, but this is a mere conjecture 
that does not have to be decided at 
this time. If the services involved re- 
late to the tax assessments for the cur- 
rent year, the cost of such services 
would be a proper charge to current 
operating expenses. But in this in- 
stance Mr. Holmes’ services relate to 
past years, and if a refund should be 
made to the company as the result of 


his work it would be credited to 
earned surplus; the consumers receiv- 
ing no benefit whatsoever. Obviously 
the customers of the company should 
not be burdened with costs for serv- 
ices pertaining to past operating 
charges and the contention of counsel 
for the city of New York in this mat- 
ter will be accepted. The operating 
expenses will be reduced by $5,475 
and operating income before Federal 
income tax increased correspondingly. 


Legal Services 

[19] Counsel for the city claims 
that the normal legal expenses of the 
company under recent experience 


should not exceed $8,000 per year. 
This is $4,686.24 less than the actual 
charges for such services in 1943, and 
he asks that operating expenses be re- 
duced and operating income be in- 
creased accordingly. The charges in 


1943 exceeded those in 1942 by ap- 
proximately $3,600 and were about 
$5,000 more than in 1941. In 1942 
and 1943 there were expenditures of 
$3,200 and $3,500 respectively for 
services of Mr. D. Finkelstein, the 
company representative in all collec- 
tive bargaining activities with union 
employees and in matters pertaining 
to labor and wage problems. 

Counsel for the city claims that the 
customers of the company should not 
be unduly burdened with expenses for 
special attorneys, and assumes that the 
work for which special counsel was 
hired has been completed and his serv- 
ices not required in the future. On 
the other hand, the company claims 
that, due to Federal and state regula- 
tion of wages and salaries, interpreta- 
tions of rulings and renegotiation of 
union contracts each year, legal repre- 
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sentation is required in connection 
with its labor problems. It claims 
further that so long as these activities 
continue it will be necessary to retain 
services of special counsel and incur 
expenses in connection with such mat- 
ters. For the present and for a rea- 
sonable period in the future it is be- 
lieved that expenditures of this nature 
will be made, and that the charges for 
legal services appearing on the com- 
pany’s books in 1943 will not be dis- 
turbed. 


Regulatory Commission Expenses 

[20] In 1943 the costs for regula- 
tory activities amounted to $8,458.21. 
This is about $7,245 more than was 
spent by the company in 1942, when 
no rate case was pending. Counsel 
for the city contends that 1942 expend- 
itures represent normal costs for reg- 
ulatory work, whereas the company 
claims that 1944 charges will be con- 
siderably greater than those in 1943. 
The question here involved is similar 
to the one raised in connection with 
' the item of special services; what will 
these expenses amount to in the near 
future? After this present case has 
been decided, costs similar to many of 
the charges in 1943 will not again be 
incurred unless other regulatory pro- 
ceedings are inaugurated. When this 
will take place is highly problematical, 
and for the purpose of the present de- 
termination $7,245 will be excluded 
from expenses and operating income 
before Federal income tax increased 
by the same amount. 


Depreciation 

[21] The charges for annual depre- 
ciation expense in 1943 amounted to 
$204,231.28. This amount represents 
the actual depreciation accruing in the 
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company’s property, determined on 
the basis of the annual rates fixed by 
the Commission’s staff in codperation 
with company representatives and ap- 
proved in Case 10131 (PSCR 1941, 
421), previously referred to herein. 
However, one minor adjustment 
should be made to this amount in de- 
termining the proper charges for this 
item of expense. 

As the original cost and deprecia- 
tion applicable to the property used 
for merchandising and jobbing activi- 
ties during 1943 has been excluded 
from the rate base, it is necessary to 
exclude the annual depreciation ex- 
pense pertaining to the same property. 
In Exhibit 20 the company witness 
estimated that for the first nine months 
of 1943 this expense amounted to 
$659.47. He did not present an esti- 
mate for the entire year but, on the 
basis of charges for the first nine 
months, it is estimated that annual de- 
preciation expense applicable to such 
property would not exceed $800, and 
operating income before Federal in- 
come tax will be increased by this 
amount. 


Operating Taxes 

As previously pointed out, charges 
for operating taxes have not varied to 
any appreciable extent during the past 
five years. In 1939 the charges 
amounted to $363,892.40, in 1940 
they increased to $369,348.89 but de- 
creased to $356,189.40 in 1941 and 
to $354,183.15 in 1942. In 1943 the 
charges amounted to $359,965.79 ; the 
excess over 1942 of about $5,800 rep- 
resented an increase of $9,000 in real 
estate and special franchise taxes and 
a decrease of $3,200 in social security 
taxes paid to State and Federal au- 
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thorities. . There were no questions 
raised as to the correctness of the 
1943 tax charges, but it is necessary 
to make several modifications to such 
figures before the final amount for op- 
erating taxes can be determined. 

The real estate taxes assessed for 
the second half of 1943 were $2,299 
in excess of the assessments for the 
first half of the year, and the corre- 
sponding increase in special franchise 
taxes amounted to $2,553. The total 
of these two items, or $5,000, will be 
added to the 1943 expenses and op- 
erating income before Federal income 
tax reduced by the same amount. 

[22] All operating costs connected 
with merchandising and jobbing activ- 
ities in 1943 have been considered ex- 
cept the item of taxes relating to prop- 
erty used in such operations. The 
charges for these taxes in 1943 are 
not in the record, but during the first 
nine months they amounted to $980.- 
44, On the basis of such charges, it 
is estimated such taxes did not ex- 
ceed $1,300 for the entire year and 
this amount will be eliminated from 
operating costs. 


The operating revenues of the com- 
pany have been increased by $3,430 
to represent normal revenues from 
servicing customers’ installations. 
This additional revenue will require 
the payment of taxes to state and mu- 
nicipal authorities aggregating 34 per 
cent, or approximately $120, and the 
operating cost will be increased by 
this amount. 


Salaries and Wages 

[23] The largest single expenditure 
made by the company in any year is, 
of course, the amount paid for salaries 
and wages to employees. In 1939 the 


total compensation for all employees, 
including officers of the company, 
amounted to $852,866.51, and at De- 
cember 31st of that year there were 
453 employees on the payroll. Two 
years later the payroll had decreased 
to $842,589.35 and 21 employees had 
terminated their services with the 
company. In 1943 the payroll had 
dropped to $785,458.09, a reduction 
of about $57,000 compared with 1941, 
and the employees numbered only 323 
at December 31, 1943. Thus, within 
a period of four years 130 employees 
had left the company service, but the 
payroll decreased only $67,000. Ac- 
cording to the record, the failure to 
realize a greater reduction in total 
compensation during this period has 
been due to higher wage rates which 
increased the average hourly earnings 
from 81.57 cents in 1940 to about 
101.5 cents in 1943 for all employees 
paid on an hourly basis, including su- 
pervisory employees and_ including 
overtime. 

Of the total compensation paid in 
1943 by the company $719,515.86 was 
charged directly to operating expenses. 
Over $41,000 was charged to clearing 
accounts and nearly $3,500 to unload- 
ing of fuel; a large portion of each of 
these items being charged also to op- 
erating expenses. But the aggregate 
of these amounts does not represent 
the total salaries and wages applicable 
to the 1943 operations of the company, 
nor does it reflect the total payroll 
costs applicable to operations on the 
basis of present wage rates. 

In January, 1944, the War Labor 
Board approved and ordered a wage 
increase of 5 cents per hour to employ- 
ees in the so-called “bargaining unit,” 
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i.e., employees paid on an hourly basis, 
and a 5 per cent premium for employ- 
ees working between 4 Pp. mM. and 6 A. 
M., retroactive to August 21, 1943. 
This wage adjustment raised the aver- 
age earnings to about $1.07 per hour. 
Based on the 1943 payroll about $40,- 
000 will have to be added to operating 
expenses in order to reflect this in- 
crease for a full year’s operations. In 
addition, increases were also granted 
to employees on the general payroll 
based upon promotions and job clas- 
sifications which result in an annual 
increase in operating expenses of ap- 
proximately $3,000. Since no por- 
tion of these two items is reflected in 
the 1943 operating costs, it is neces- 
sary to increase the reported expenses 
by $43,000 and decrease operating in- 
come before Federal income tax by 
the same amount. 

Additional expenditures of $1,700 
for payroll taxes and $1,700 for pay- 
roll insurance will have to be incurred 
due to the increase in wage rates or- 
dered by the War Labor Board. The 
aggregate of these two items, or $3,- 
400, will also be added to the 1943 
costs. 

Up to this point consideration has 
been given to adjustments necessary 
to eliminate abnormal and nonrecur- 
ring charges from the 1943 operating 
costs; to give effect to recent changes 
in prices paid for gas making mate- 
rials; to allow for higher wage rates; 
and to provide for increased real es- 
tate and special franchise taxes. A 
summary of such revisions, which re- 
sults in adjusted operating income be- 
fore Federal income tax of $443,461.- 
76, is shown in Table 12. 
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TABLE 12. Adjusted Operating Income 


Reported operating income before 
Federal income tax 


$423,675.31 


Additions : 


Additional revenues from serv- 
icing customers’ installations.. 


Reduction in boiler fuel costs .. 


Reduction in cost of oil for 
water gas 


Elimination of loss on  mer- 
chandising, jobbing, and con- 
tract work 


Charges to special services elim- 
inated (Ross Holmes) 


Charges to regulatory Commis- 
sion expenses reduced 


Depreciation applicable to mer- 
chandising, jobbing, and con- 
tract work 


Taxes applicable to merchandis- 
ing,— Jobbing, and _ contract 


$501,481.76 


Deductions : 


Increase in the cost of water gas 
generator fuel 


6,500.00 


Increase in real estate and 
special franchise taxes 


5,000.00 


Additional gross earnings tax on 
revenue from servicing cus- 
tomers’ installations 


120.00 


Increase in compensation of em- 


ployees 43,000.00 


Increase in insurance applicable 
to compensation of employees 


1,700.00 


Increase in payroll taxes due to 
increase in employees’ compen- 
sation 


1,700.00 


Adjusted operating income 
before Federal income 


Federal Income Taxes 


The adjusted operating income as 
just compiled will, of course, have to 
be reduced by the amount of appli- 
cable Federal income tax before a de- 
termination can be reached as to the 





whic 
pay 
men 
can | 
exat 
overt 
for 
yeat 
in tl] 
diti 
tain 
plic 
crec 
the 
por 
all 
pan 
fro 
to 
cor 
lov 


ta» 


RE BROOKLYN BOROUGH GAS CO. 


return earned on the rate base of $7,- 
| 205,000 shown herein. 

In 1943 the company accrued $87,- 
000 for Federal income tax purposes, 
which indicated a taxable income of 
approximately $217,500. According 
to Exhibit 31, the net income of the 
company before Federal income tax 
was $236,415.29, or about $21,000 
more than the indicated taxable in- 
come. This means that certain ad- 
justments to reported net income were 
made in determining the amount on 
which the company was required to 
pay income tax. Some of the adjust- 
ments that, no doubt, were considered 
can be identified from the record. For 
example, in 1943 the company charged 
over $18,000 against earned surplus 
for various items applicable to prior 
years which were probably included 
in the reported taxable income. In ad- 
dition, the company also received cer- 
tain revenues in 1943 which were ap- 
plicable to a future year and therefore 
credited to deferred income, but under 
the present tax law they must be re- 
ported in the year received. But since 
all the adjustments made by the com- 
pany cannot be definitely identified 
from the record, it will not be possible 
to consider the reported taxable in- 
come for 1943 in computing the al- 
lowance for Federal income tax. 


[24] The proper Federal income 
tax will have to be computed by con- 
sidering not only the adjustments to 
operating income discussed previously 
but also any contemplated changes in 
nonoperating income and income de- 
ductions which are deductible for in- 
come tax purposes but not considered 
in determining operating income. Giv- 
ing effect to these items produces tax- 
able income in the following amount: 


Adjusted operating income (Table 
11) $443,461.76 


$152,758.29 
29,642.75 


Interest on long-term debt 
Other income deductions exclu- 
sive of income taxes 


$182,401.04 


Total deductions 


Balance subject to normal tax and 
to surtax 


$261,060.72 


In arriving at the income deduc- 
tions shown in the preceding tabula- 
tion, the reported 1943 charges for in- 
terest on long-term debt have been 
modified to give effect to the retire- 
ment of bonds and serial notes as re- 
quired under the authorizations of 
these securities. Nonoperating income 
pertaining to interest earned on in- 
stalment accounts has not been in- 
cluded, since it relates to activities un- 
related to the rendition of gas service. 
Other income deductions reported for 
1943 were adopted without modifica- 
tion. In determining the taxable in- 
come of $261,060.72, all known fac- 
tors having an effect on that amount 
have been taken into consideration. 

Having determined the amount 
subject to tax, all that needs to be 
done is to apply the proper tax rates, 
which under the present law are 24 
per cent of the taxable income for 
normal tax and 16 per cent for surtax, 
or a total of 40 per cent. On this basis 
the Federal income tax amounts to ap- 
proximately $104,400, and this figure 
will be used in arriving at the net in- 
come available for return. 

[25] One of the provisions of the 
existing tax law and regulations of 
the Internal Revenue Bureau is that 
public utilities in computing the 
amount of surtax are allowed an ad- 
ditional credit for dividends paid on 
preferred stock, providing such stock 
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is a nonparticipating stock. In 1942 
the Brooklyn Borough Gas Company 
took credit for preferred stock divi- 
dends in reporting its Federal income 
tax. This deduction, however, was 
disallowed by the Internal Revenue 
Bureau because the preferred stock of 
the company participates in the net 
earnings after certain dividends have 
been paid to common stockholders. 

In his brief, counsel for the city of 
New York contends that the con- 
sumers should not be penalized be- 
cause the company has participating 
preferred stock outstanding rather 
than ordinary preferred stock. In com- 
puting the income tax applicable to 
the adjusted operating income he took 
credit for dividends paid on preferred 
stock in determining the amount of 
surtax. This procedure would have 


the effect of reducing Federal in- 
come taxes applicable to the adjusted 


income determined herein to the ex- 
tent of 16 per cent on $90,000, or 
$14,400, and the resultant allowance 
would be $90,000 rather than $104,- 
400. 

Although this contention of coun- 
sel indicates a strong desire on his 
part to portect the interests of the con- 
sumers, the provisions of the existing 
tax law do not permit a utility com- 
pany to take credit for dividends paid 
on participating preferred stock in de- 
termining its surtax base. Since the 
preferred stock of the Brooklyn Bor- 
ough Gas Company is a participating 
stock, it does not seem equitable that 
the stockholders should be penalized 
because of a provision in the present 
tax law that was enacted long after 
the preferred stock of the company 
was issued, and which could have not 
been foreseen when the stock was au- 
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thorized. Obviously, this Commis- 
sion must follow the law in computing 
an allowance for Federal income tax, 
and the estimate of $104,400 previous- 
ly determined will be used in arriving 
at the return earned by the company, 

[26] Counsel for the city also sug- 
gested that the Commission recon- 
sider the treatment accorded Federal 
income tax in the Orange and Rock- 
land Electric Company case. He now 
asks that all increments added to the 
income tax due to the war be disal- 
lowed and only the highest corporate 
tax prevailing through the 1936-39 
period be allowed as a part of operat- 
ing costs. 

This question was thoroughly an- 
alyzed and discussed by Chairman 
Maltbie in his memorandum in the 
Orange & Rockland Case dated Feb- 
ruary 5, 1943, and adopted by the 
Commission on April 1, 1943. After 
pointing out the heavy increases in 
Federal income taxes experienced by 
that company in recent years, which 
deprived the consumers of rate reduc- 
tions they would otherwise obtain, he 
stated (49 PUR(NS) 257, 309): 

“The only alternative seems to be to 
refuse to recognize as a proper cost in 
determining future rates the Federal 
income tax assessed against utilities 
in part or in whole. It has been sug- 
gested, for example, that an income 
tax rate of 24 per cent be considered 
as a cost of service and that all over 
24 per cent be borne by the stockhold- 
ers and not by utility customers. This 
is apparently based upon the theory 
that 24 per cent (the 1940 rate) rep- 
resents the prewar or preémergency 
level which utility customers should 
bear and that they should not be re- 
quired to pay any part of the taxes 
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traceable to the present war.’ But gov- 
ernmental expenditures did not begin 
to increase due to the World War in 
1941 and they will not terminate when 
the war ends. If a figure is to be 
chosen for a ‘normal base,’ 164 per 
cent is more logical, for that was the 
rate in effect in 1938 and in 1939 
when the war formally started. 

“This Commission has not held 
that all taxes paid by utilities should 
be shifted through rates to consumers. 
It has held that capital stock taxes 
and New York state excess dividends 
taxes, for example, should be borne by 
the utility and not by consumers or 
users of utility services. But it does 
not seem fair or just to split the pres- 
ent Federal income tax and place part 
upon the stockholder and part upon 
the consumer. It seems much more 
equitable and practicable to consider 
the income tax as a cost of service and 
give weight to this course when we 
come to determine what shall be al- 
lowed as return to the stockholders. 
This principle was recognized by the 
United States Supreme Court in Gal- 
veston Electric Co. v. Galveston, 258 
US 388, 399, 66 L ed 678, PUR 
1922D 159, 42 S Ct 351. 


Since that opinion was adopted 
there has been no ruling by a regu- 
latory authority, or by a court, that 
would justify a modification of the 
treatment accorded Federal income 
tax in the above cited memorandum, 
and the ruling there made will be ad- 
hered to in this instance. 

Deducting the allowance of $104,- 
400 for Federal income tax, the net 
operating income of the company 
available for return at the rates now in 
effect and after revision in the manner 
already described amounts to $339,- 
061.76. This amount is equivalent to 
a return of 4.70 per cent on the rate 
base of $7,205,000 as determined 
herein. 

The Economic Stabilization Direc- 
tor by petition, dated October 13, 
1944, petitioned the Commission for 
the purpose of having the record show 
certain retroactive changes in the base 
price of coke. The petition was 
joined in by the corporation counsel 
of the city of New York, and the Na- 
tional Electric Service Corporation. 
Inasmuch as the proposed changes 
would not materially affect the result 
herein, I recommend the petition be 
denied. 





1“TIn a recent decision of the Fedral Power 
Commission (Docket Nos. G200 and 207) 45 
PUR(NS) 203, 219, Commissioner Scott 
wrote an opinion containing the following: 

“So that there may be no confusion con- 
cerning the tax situation in connection with 
the companies subject to our jurisdiction, 
where necessary to stabilize utility rates at 
reasonable levels during the war emergency 
period, we propose to allow as proper operat- 
ing expenses only such taxes as may be 
termed ordinary or normal. For the purpose 
of distinguishing between ordinary or normal 


and war emergency or abnormal taxes, we 
conclude that the basis prescribed in the 1940 
Revenue Act establishes the highest possible 
level of Federal taxes which may be allowed 
as an element of operating expense for such 
purpose. The 1941 Revenue Act and the 
pending 1942 proposal certainly reflect abnor- 
mal tax requirements for war purposes.’ 

“However, in its final determination of these 
cases, it did not use 24 per cent for comput- 
ing Federal income tax but 31 per cent for 
1941 and 45 per cent for 1942 (see page 28 of 
memorandum).” 
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Return 


[27] It has been repeatedly held by 
the United States Supreme Court? 
that a fair rate of return is not a static 
rate which can be applied indiscrim- 
inately to all utilities in all locations 
at all times irrespective of conditions 
existing when the rate of return is be- 
ing fixed. Conditions prevailing prior 
to 1930 that were used to justify 
rates of return of 6, 7, and 8 per cent 
on fair value no longer exist. Returns 
on investments generally have de- 
clined appreciably since that time; 
yields on grade “A” bonds having 
decreased nearly 50 per cent between 
1934-1935 and the present. In view 
of these changes it is apparent that in 
any consideration of this element the 
current cost of money to the utility in- 
volved is most important. 

Upon December 31, 


1943, the 


Brooklyn Borough Gas Company had 


outstanding securities and debts 
amounting to $6,962,345 upon which 
the interest and dividends may be 
computed as follows: 


Interest and 
Dividends 


Amount 
Outstanding 

First mortgage 
bonds—4% ... $3,660,000 


Serial notes — 
293,000 


$146,400 


8,058 
Participating 
preferred 
stock—6% ... 
Customers’ de- 
posits—4% ... 
Common stock .. 


1,500,000 90,000 


509,345 20,374 
1,000,000 70,000 (at 7%) 

$6,962,345 © $334,832 
The average cost of funds on the basis 


of the above figure is 4.81 per cent. 
The above rates for bonds and pre- 





ferred stock are somewhat higher thay 
the interest and dividend rates paid by 
other utility companies, This is pri. 
marily because the company here be. 
ing considered is a gas utility and the 
experience of the Commission in re. 
cent capitalization cases has been that 
companies rendering only gas service 
have not been able to issue securities 
at rates as low as electric companies 
or electric and gas companies. Firs 
mortgage bonds have been issued re. 
cently at rates as low as 3 per cent: 
some at lower actual costs than 3 per 
cent. Preferred stocks bearing a divi- 
dend of 5 per cent have been marketed 
at par in some cases in recent years, 
The 4 per cent interest rate paid on 
customers’ deposits was fixed recently 
by the legislature which is recognition 
of the drop in the cost of money since 
the rate was 6 per cent prior to that 
change which was made on request of 
the utility companies. A dividend 
rate of 7 per cent on common stock 
may be sufficient to attract capital for 
the company, but other elements, as 
hereinafter stated in this instance, 
must be taken into consideration. 

It should be noted, however, that 
in determining the average cost of 
funds of 4.81 per cent shown above, 
allowance has not been included for 
all funds invested in the company’s 
property. The rate base determined 
herein amounts to $7,205,000 and ex- 
ceeds the debts and securities outstand- 
ing, including customers’ deposits at 
the end of 1943, by $242,655. This 
means, of course, that funds from un- 
distributed earned surplus have been 





1See Willcox v. Consolidated Gas Co. 
(1909) (212 US 19, 48, 53 L ed 382, 29 S Ct 
192, 48 LRA(NS) 1134, 15 Ann Cas 1034), 
Bluefield Water Works & Improv. Co. v. 
West Virginia Pub. Service Commission (262 
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US 679, 692, 67 L ed 1176, PUR1923D 11, 
43 S Ct 675) and Dayton Power & Light Co. 
v. Ohio Pub. Utilities Commission (1934) 
(292 US 290, 311, 78 L ed 1267, 3 PUR(NS) 
279, 54 S Ct 647). 
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reinvested in the property and not 
paid out in dividends. The invest- 
ment of surplus funds in the property 
is due to the retirement of long-term 
debt under provisions authorizing the 
issuance of the outstanding securities. 
If consideration were given to this 
factor and an allowance of 7 per cent 
(the dividend rate used for common 
stock) applied to such funds, the com- 
pany would then require operating in- 
come of $351,818. This amount is 
equivalent to a return of 4.88 per cent 
on a rate base of $7,205,000, and if it 
were the return to which the company 
were entitled rates would have to be 
increased to provide for $12,700 addi- 
tional income. This would necessi- 
tate increasing gross revenues by ap- 
proximately $22,000 rather than 


$138,900 provided for in the com- 
pany’s proposed rate schedules. 


The suspended rate schedules in 
this proceeding proposed to increase 
rates by 5 per cent, which on the basis 
of the 1943 sales would provide about 
$138,900 additional revenue. This 
entire amount, of course, would not be 
available for return since it would be 
necessary for the company to pay 42.1 
per cent of the total to city, state, and 
Federal agencies for various gross 
earnings taxes and income tax. After 
the payment of such taxes the com- 
pany would realize approximately 
$80,400 more operating income. By 
adding this amount to the adjusted 
operating income determined herein, 
there would then be $419,462 avail- 
able for return, or the equivalent of 
5.82 per cent on the rate base of $7,- 
205,000. 

It should also be noted that a re- 
turn of $419,462 would provide for 


all interest requirements on the out- 
standing securities and debts of the 
company as of December 31, 1943, 
permit the payment of a 6 per cent 
dividend on the participating pre- 
ferred stock and leave $154,630 avail- 
able for the common stockholders. 
This latter amount is equivalent to 
over 15 per cent on the stated value of 
the outstanding common stock and 
about 12.5 per cent on the stated value 
of such stock plus the portion of 
earned surplus invested in the prop- 
erty of the company. If the company 
were to declare a dividend of only 7 
per cent on its common stock, it would 
have over $84,000 available for other 
corporate purposes. 

On the basis of these figures the 
question is immediately raised wheth- 
er a return of 5.82 per cent on the 
value of the company’s property, 
which provides for a dividend of over 
15 per cent on the stated value of the 
common stock, is a fair and reason- 
able return under the conditions now 
prevailing and during the period of a 
national emergency. Before passing 
upon this question it would be well 
at this point to discuss briefly the tes- 
timony presented upon rate of re- 
turn. 

The company called as a witness 
Mr. Joseph E. Baker, an investment 
banker, who has appeared and testified 
on this subject before this Commis- 
sion on numerous occasions in the 
past. Mr. Baker stated he made an 
investigation of the financial history 
of the Brooklyn Borough Gas Com- 
pany originally in 1934 in connection 
with his testimony in Case 7908B, 21 
PUR(NS) 353. In preparation for 
this proceeding, he again examined 
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and studied the annual reports of the 
company filed with the Commission 
for the past twenty years, had the com- 
pany prepare comparative balance 
sheets and income statements cover- 
ing the past ten years and examined 
Exhibits 1 to 20 that had been pre- 
sented by the company. He claimed 
to be familiar with the yields on bonds, 
preferred stocks, and common stocks 
issued and sold by industries general- 
ly, and asserted he kept himself in- 
formed as to the rates of return earned 
on public utility properties. 

In his opinion, a rate of return of 
not less than 7 per cent was reason- 
ably required at the present time to 
assure confidence in the financial 


soundness of the Brooklyn Borough 
Gas Company and to maintain and 
support its credit and enable it to raise 
money for the proper discharge of its 
duty. 


This is only 1 per cent less 
than the rate to which he testified in 
1934 when he appeared as a witness 
for the company in Case 7908B, su- 
pra. 
Mr. Baker would apply his rate of 
return of 7 per cent to the value of the 
property involved, and if this were 
done in this case the company would 
be entitled to earn $504,350. This is 
about $165,000 more than the operat- 
ing income determined herein and 
nearly $86,000 more than the adjust- 
ed income after giving effect to the 5 
per cent increase in rates proposed 
by the company. In fact, it would be 
necessary to increase the 1943 rev- 
enues by nearly $285,000, or nearly 
twice the amount of the increase asked 
by the company, in order to allow it 
to earn a 7 per cent return. 


In estimating the rate of return 
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to which a company is entitled on the 
basis of fair value, the witness stated 
that he would utterly disregard the 
capitalization of the company. In 
other words, he would ignore wheth- 
er 50 per cent of the fair value was 
represented by bonds; he would pay 
no attention to the interest rates paid 
on debt securities ; he would disregard 
the amount of funds furnished by pre- 
ferred stockholders as well as the divi- 
dend rate thereon, and he would give 
no consideration to the cost of funds 
obtained from other sources. But to 
what extent would a return of 7 per 
cent, or $504,350, cover the present 
interest and dividend requirements of 
the company? According to the tabu- 
lation previously set forth, these re- 
quirements amounted to $264,832 at 
December 31, 1943. After deducting 
this total from $504,350 there would 
be available about $239,500 for divi- 
dends on common stock and other cor- 
porate purposes, and if this entire 
amount were paid out in dividends, a 
common stockholder would reserve 
nearly 24 per cent on the stated value 
of his stock. Obviously testimony of 
the character presented by Mr. Baker 
that produces such results does not 
merit serious consideration under pre- 
vailing conditions. 

The Office of Price Administration 
called as a witness Mr. Laurence S. 
Knappen who testified on the subject 
of return, on inflation, and on price 
control. He did not express an opin- 
ion as to the rate of return to which 
the company was entitled, but confined 
his testimony to the portion of re- 
turn that he designated as the “risk 
factor,” limiting his views to a dis- 
cussion of the interest element and the 
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capital return element. The principal 
substance of his testimony on the sub- 
ject of return was to the effect that the 
yields on high grade utility securities 
had dropped substantially within the 
last decade. For example, he testified 
that the average yield for 120 domestic 
bonds had dropped from 5.21 per cent 
in 1929 to 3.34 per cent in 1942 and 
3.12 per cent as of December 30, 1943, 
and the yield on 10 public utility bonds 
with a grade “A” rating had declined 
from 5.55 per cent in 1934 to 2.99 per 
cent as of December 30, 1943; the 
comparable decline for bonds with an 
“AA” rating was from 4.66 per cent 
to 2.77 per cent. 

Although counsel for the city of 
New York did not call a witness nor 
offer any testimony on the subject, he 
contends that the Commission should 
find 4 per cent a fair return under the 
abnormal conditions existing at pres- 
ent. 


Conclusions and Recommendations 


The Brooklyn Borough Gas Com- 
pany has applied for a 5 per cent in- 
crease in rates for a period of one 
year. It claims that this increase will 
not provide a just and reasonable re- 
turn on the original cost of the used 
and useful property, less accrued de- 
preciation, but will be merely a step 
toward the restoration of its financial 
status and credit position which have 
been seriously impaired by increased 
operating costs. 

The company is supplying, and for 
many years has supplied, gas to a 
large well-populated portion of the 
borough of Brooklyn, city of New 
York, in the general vicinity of Coney 
Island Brighton Beach and Sheeps- 


head Bay. It has a record for manage- 
ment, service to the public, and ready 
and willing compliance with the reg- 
ulatory mandates, rules, and regula- 
tions of this Commission that is com- 
parable with other utilities under the 
jurisdiction of this Commission. In 
recent years it has made a sincere and 
honest effort to conform with the 
modern tendencies of regulation, and 
on several occasions has, of its own 
accord. reduced rates, i. e., in 1929, 
in 1932, in 1933, in 1936, and in 1939. 

The company also has conformed 
its records to the findings of the Com- 
mission with respect to original cost 
of its property and depreciation exist- 
ing thereon, and it was one of the first 
utility companies in the metropolitan 
area to meet all requirements of the 
uniform system of accounts prescribed 
by the Commission and effective Jan- 
uary 1, 1938. 

The evidence taken before me shows 
that the company’s reported operating 
income after all taxes, commencing 
with the year 1939, has declined from 
$652,779 to $336,675. 

The testimony shows and it is not 
contradicted (in fact, it is admitted 
both by the attorney for the Office of 
Price Administration and the attorney 
for the city of New York) that this 
company has been required to pay 
higher wages and higher prices for oil 
and coke under regulations of Fed- 
eral government agencies that have 
increased its operating costs in excess 
of the increase it now seeks in operat- 
ing revenues. 

[28] What a fair rate of return 
may be in normal times, however, is 
certainly no criterion as to what a fair 
rate of return is in times like these. 
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It is neither appropriate nor just and 
proper that all increases should be 
passed on to the consumers. Neither 
should the stockholders of the com- 
pany have to bear the full burden of 
the increases. 

If the Brooklyn Borough Gas Com- 
pany were allowed to earn a 5} per 
cent return on the rate base as deter- 
mined herein, it would require $396-, 
275 of operating income after the pay- 
ment of all expenses and taxes and 
after providing for proper annual de- 
preciation accruals. This amount is 
about $57,000 more than the adjusted 
operating income as determined in this 
memorandum and to obtain this addi- 
tional operating income it would be 
necessary to increase operating rev- 
enues by nearly $99,000, or 3.56 per 
cent of the 1943 revenues. An in- 
crease on this basis is about $39,000 
less than the increase proposed in the 
rate schedules filed by the company 
and suspended by the Commission. 

Is it necessary, however, under the 
standard laid down by the United 
States Supreme Court in the Hope 
Natural Gas Company Case to fix a 
definite rate of return? In that case 
Mr. Justice Douglas, speaking for the 
majority of the court stated: “Rates 
which enable the company to operate 
successfully, to maintain its financial 
integrity, to attract capital, and to 
compensate its investors for the risks 
assumed, certainly cannot be con- 
demned as invalid, even though they 
might produce only a meager return 
on the so-called ‘fair value’ rate base.” 
(See Federal Power Commission v. 
Hope Nat. Gas Co. [1944] 320 
US 591, 605, 88 L ed 276, 51 PUR 
(NS) 193, 202, 64 S Ct 281). 
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There is also another factor that 
must be given consideration in fixing 
just and reasonable rates in these ab. 
normal and unusual times. At present 
we are in the midst of a national 
emergency and every effort is being 
made by all governmental agencies to 
control prices and prevent, where pos. 
sible, inflationary tendencies. On the 
other hand, operating expenses of this 
company have been substantially in. 
creased in recent years due to higher 
prices of gas manufacturing materials 
and increased wages which were passed 
on to the company under regulations 
of Federal governmental agencies, 
Under present conditions the com- 
pany cannot expect to pass on to cus- 
tomers all increased costs it incurs 
unless customers are given the bene. 
fit of decreases experienced by the com- 
pany in operating costs. On the other 
hand, the company should not be re. 
quired to bear the entire burden of 
these increased costs. 

Under all circumstances and in view 
of the liberal allowance for Federal 
income taxes it is believed that a tem- 
porary increase in the rates of the 
Brooklyn Borough Gas Company for 
a period of one year of 3 cents per 
thousand cubic feet of gas sold would 
not be unreasonable. This is equiv- 
alent to an average increase of less 
than 10 cents per month per custom- 
er. On the basis of the gas sold in 
1943 such increase would provide the 
company with about $72,600 in addi- 
tional revenues or about $42,000 ad- 
ditional operating income. This 
amount, which does not give consid- 
eration to increased sales over those 
actually experienced by the company 
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RE BROOKLYN BOROUGH GAS CO. 


in 1943, when added to the adjusted 
operating income, as determined here- 
in, produces over $381,000 available 
for interest requirements and dividends 
on capital stocks. After payment of 
interest on outstanding debts and a 
6 per cent dividend on preferred stock 
there would remain over $116,000 
available for common stock and other 
corporate purposes. 

[29] I also believe that this tem- 
porary increase should be spread be- 
tween the various consumers on a fair 
and equitable basis. According to the 
amendments to the tariff schedules 
filed by the company it was proposed 
to increase all existing rates 5 per cent 
regardless of the reason for the in- 
crease in the rates. If allowed to be- 
come effective, this would mean that 
under Service Classifications 1 and 2 
customers who did not consume any 


gas would pay a minimum bill of 
$1.05 compared with $1 under the 


existing rates. In the case of the 
average residential customer using 
about 3,000 cubic feet of gas each 
month, the bill under present rates 
of $3.63 would increase to $3.81. A 
commercial customer billed under 
Service Classification No. 4 and using 
less than 50,000 cubic feet of gas per 
month pays $43.08 under the existing 
rates. Under the company’s proposed 
rate he would pay $2.15 more, or 
$45.23. In other words, the com- 
pany’s proposal would have required 
each and every customer to pay an 
additional 5 per cent over and above 
the amount of his bill under existing 
rates, and would burden all consumers 
in proportion to their present bills 
irrespective of the quantity of gas con- 
sumed, 


Since the company’s request for ad- 
ditional revenues is due to the in- 
creased cost of materials and supplies 
and wages entering into the manufac- 
ture of gas, it seems reasonable that 
any increase granted should be spread 
over the quantity of gas sold rather 
than under the method proposed by the 
company. As the company does not 
claim that fixed charges consisting 
of interest, depreciation and property 
taxes have increased, it does not seem 
justifiable that a customer paying the 
minimum charge should be burdened 
with any part of the increase. In or- 
der to spread the recommended in- 
crease in the manner suggested it 
would be necessary to add 3 cents per 
thousand feet of gas consumed to the 
bills now rendered under the existing 
rates. Under this proposal a customer 
using a small amount of gas but who 
pays a large minimum bill would be 
required to pay only his proportionate 
share of the increase in relation to the 
amount of gas he consumed. A cus- 
tomer using a large amount of gas 
in any one month would pay propor- 
tionate to his consumption. This 
method of distributing the proposed 
increase for a temporary period seems 
more equitable than modifying the 
existing rates similar to the company’s 
proposal. 

As previously pointed out in this 
memorandum, the original schedules 
filed by the company provided for the 
proposed increase to become effective 
for a one year period from October 
16, 1943. After hearings had been 
initiated modification of this period 
to one year from the effective date of 
the increase, if granted, was later re- 
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quested in a petition dated January 
21, 1944. For obvious reasons this 
request should be granted. 

It is common knowledge that the 
basic prices of gas-making materials, 
wage rates paid to labor and taxes 
have not decreased since the hearings 
in this proceeding were closed. How 
long in the future these costs will con- 
tinue at their present level is not a 
matter of factual determination, but 
it is doubtful that any appreciable de- 
crease will take place until conditions 
under the present national emergency 
have changed. 

Accordingly, it is recommended that 


the company be permitted to file re. 
vised tariff schedules that will provide 
for charging its customers 3 cents per 
thousand cubic feet of gas consumed 
in addition to the amount charged 
under the rate schedules now in effect 
for a period of one year from the ef. 
fective date of such schedules, unless 
further modified by order of the Com- 
mission. Where a customer uses no 
gas he should not be required to pay 
any amount in addition to the mini- 
mum bill, but if he uses some gas un- 
der the minimum bill allowance, he 
should be required to pay 3 cents per 
thousand on all gas consumed. 





UNITED STATES DISTRICT COURT, SOUTHERN 
DISTRICT OF NEW YORK 


United States of America 


American Telephone & Telegraph 
Company et al. 


Civil No. 24-273 
— F Supp — 
August 31, 1944 


CTION to enjoin violation of Federal Communications Act 

by reason of hotels making surcharges in excess of filed 

tariff provisions; injunction restraining service to hotels making 
surcharges granted. 


Rates, § 252 — Violation of tariffs — Surcharges by hotels. 
1. A contention that business experience dictates that it is both convenient 
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and equitable that a charge for telephone service be borne in part by a 
hotel guest using his room phone for interstate telephone communication 
need not be decided in a proceeding to restrain service to hotels imposing 
a surcharge in violation of a tariff provision, if the tariff is valid and the 
practice constitutes a violation thereof, p. 60. 


Telephones, § 4.1 — Scope of Federal Communications Act — Hotel service. 


2. The Federal Communications Act contemplates the regulation of inter- 
state wire communication from its inception to its completion, and wire 
communication within the meaning of the act does not end at the private 
branch exchange board in a hotel, p. 60. 


Telephones, § 4.1 — Scope of Federal Communications Act — Telephone exchange 
service — Status of hotel service. 


3. Service rendered by hotels to guests in making telephone calls does not 
constitute “telephone exchange service” within the purview of the Federal 
Communications Act, and, therefore, such service is not exempt from 
jurisdiction of the Federal Communications Commission, p. 60. 


Service, § 171 — Resale by subscriber — Hotel surcharge. 


4. Public utility service may not be the subject of unregulated resale by 
a subscriber to balance a business deficit, as in the case of hotels imposing 
surcharges to reimburse them for hotel and secretarial service rendered 
to guests in connection with telephone calls, p. 60. 


§ 568 — Telephone tariffs — Binding on hotel subscribers — Surcharges. 


5. Hotels, as subscribers for telephone service, are bound by the effective 
tariffs filed by telephone companies and may not impose upon guests sur- 
charges for handling telephone calls, regardless of the question whether 
hotels act as agents of the company, p. 61. 


§ 243 — Validity of tariffs — Notice of change. 

6. A tariff filed with the Federal Communications Commission on less than 
thirty days’ notice is not invalid as in violation of § 203(b) of the Federal 
Communications Act, 47 USCA § 203(b), when the Commission, in the 
exercise of its discretion and for good cause shown, has modified the re- 
quirement of thirty days’ notice, p. 61. 


§ 650 — Basis for finding — Investigation elsewhere — Hotel telephone 
tariffs. 

7. An investigation by the Federal Communications Commission of the 
practice of hotels imposing service or surcharges in another city is a basis 
upon which the Commission can exercise its discretion to modify a re- 
quirement as to filing tariffs for hotel telephone service, although the report 
of such other investigation and findings are not binding upon the parties 
to the instant proceeding, p. 61. 


Injunction, § 21 — Violation of tariffs — Hotel surcharges. 
8. Telephone companies, although not responsible for the action of hotels 
imposing surcharges in violation of a tariff, should be enjoined from fur- 
nishing message toll telephone service to hotels continuing to subject such 
service by guests to any charge other than the messarge toll charges of the 
telephone company itself, p. 62. 
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BRENNAN, D.J.: This action, in- 
stituted upon the request of the Fed- 
eral Communications Commission, 
hereinafter referred to as “the FCC” 
and prosecuted under the direction of 
the Attorney General of the United 
States, pursuant to § 401(c) of the 
Communications Act of 1934, as 
amended (47 USCA § 401(c)), 
seeks to enjoin the claimed violation 
by the defendants of § 203 of the Com- 
munications Act (47 USCA § 203). 

The defendants, the American Tele- 
phone and Telegraph Company and 
the New York Telephone Company, 
are corporations engaged in interstate 
and foreign communications by wire 
within the meaning of the said Fed- 
eral Communications Act of 1934, as 
amended. 

The remaining defendants, about 
thirty in number, are individuals, part- 
nerships and corporations engaged in 
the operation of hotels, all located 
within the city of New York, and may 
be referred to generally as “hotel com- 
panies.” They are named as defend- 
ants in this action by virtue of the pro- 
visions of 47 USCA § 411; it being 
claimed that the practices in use by 
them in the matter of charges made to 
hotel guests in connection with the 
making of interstate telephone calls by 
such guests from within the hotel 
premises constitute violations of a 
tariff filed by the New York Tele- 
phone Company with the FCC on 
February 11, 1944, which tariff was 
concurred in by the defendant, the 
American Telephone and Telegraph 
Company, and which by its terms be- 
came effective on February 15, 1944. 


The tariff above referred to, in so 
far as it is applicable here provides as 
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follows : “Message toll telephone serv. 


ice is furnished to hotels, apartment 
houses, and clubs upon the condition 
that use of the service by guests, ten- 
ants, members, or others shall not be 
made subject to any charge by the 
hotel, apartment house, or club in ad- 
dition to the message toll charges of 
the telephone company as set forth in 
this tariff.” 

The facts are not seriously in dis- 
pute. The differences in this action 
arise by reason of the conclusions to be 
drawn from the facts and the applica- 
tion of the law applicable thereto. 

The pertinent facts as to the hotels’ 
interest in and connection with the 
telephone service rendered to guests 
may be generally summarized as fol- 
lows: 

The guest rooms of the several 
hotels are provided with the necessary 


equipment so that guests may com- 
municate by means thereof with other 
guest rooms within the hotel, or with 
facilities afforded by the hotel for the 
comfort and convenience of the guests, 
such as valet, room, and management 


service. The same facilities also en- 
able the guest to communicate with 
persons outside of the hotel structure, 
and may afford either intrastate or in- 
terstate means of communication. The 
equipment necessary for this service is 
generally owned by the telephone com- 
pany, maintained and inspected by it, 
and is made available upon the written 
request of the several hotels which or- 
dinarily pay a monthly rental charge 
for the equipment used. The main 
difference between the means and 
methods used in providing telephone 
service to a personal subscriber and to 
defendant hotels is that in the case of 
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the personal subscriber the wires of 
the telephone company convey the 
message from the transmitting instru- 
ment to the receiving instrument with- 
out action by the subscriber other than 
the ordinary physical action required 
in receiving or transmitting the mes- 
sage. In the case of the hotels, there 
is installed therein a private branch ex- 
change, referred to as, “PBX,” by 
means of which a connection is made 
by the operator between the outside 
telephone trunk lines and the exten- 
sion lines running from the PBX to 
the several guest rooms or hotel facil- 
ities. The PBX board is installed by 
the telephone company; it is operated 
by hotel employees who are under no 
control of the telephone company, but 
are instructed by it in the performance 
of their duties. 

In actual practice the furnishing of 
telephone service by the hotel com- 
panies to their guests involves a large 
capital outlay and continuing “over- 
head expense,” the details of which it 
is not necessary to describe. 

For some years the hotels have 
adopted methods intended to reim- 
burse them, in part at least, for such 
outlay and expense, which methods 
are the bases of the plaintiff’s claim 
for relief herein. 

When a guest makes an interstate 
telephone call from his hotel room, the 
ordinary procedure requires that he, 
by using the room telephone, attract 
the attention of the PBX operator to 
whom he gives the name, address, or 
telephone number of the person with 
whom he wishes to communicate. 
Connection is then made between the 
room extension and the outside trunk 


line. The operator, or in some in- 
stances, the guest, through the mech- 
anism of the PBX board, transmits 
the information over the trunk lines of 
the telephone company to the tele- 
phone toll operator, and the message 
is completed in the ordinary manner. 
The PBX operator makes a notation 
of the name of the guest, his room 
number, the name, address, and tele- 
phone number of the person called, and 
the time length of the call. Through 
the hotel clerical force, the charge 
made by the telephone company, ac- 
cording to its filed tariff, is computed ; 
the tax thereon is computed, and an 
additional charge, variously referred to 
as “service charge” or “surcharge” is 
added. Either the individual items or 
the total charge is noted upon the ac- 
count of the guest, and he is expected 
and required to make payment thereof 
in the due course of business. 

It is the claim of the plaintiff that 
the above practice constitutes a viola- 
tion not only of the tariff referred to 
above, but of the Communications Act 
itself, even without the supplement of 
the particular tariff. 

The surcharge or service charge is 
generally based upon the amount of 
the toll charge made by the telephone 
company, plus the tax, and is graduat- 
ed accordingly. It has little or no re- 
lationship to the service rendered by 
the hotels in connection with the par- 
ticular call. No charge is made for 
hotel intercommunication or incoming 
local or interstate calls, although the 
service rendered by the hotels and 
equipment used is substantially the 
same as in the case of outgoing inter- 
state calls. A charge is made for out- 
going intrastate calls, such charge be- 
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ing in accordance with the provisions 
of the tariff filed with the New York 
State Public Service Commission. 

[1] That the hotels furnish con- 
venient telephone service to their 
guests at considerable expense may be 
conceded, and they urge that business 
experience dictates that it is both con- 
venient and equitable that the charge 
therefor be borne in part by the guest 
using his room phone for interstate 
telephone communication. It is not 
necessary to agree or to disagree with 
such contention, if the tariff involved 
is valid and the practice constitutes a 
violation thereof, as claimed by the 
plaintiff. 

The issues here are concise and 
must be approached in the light of the 
expressed purpose of the Communica- 
tions Act (47 USCA § 151; Scripps 
Howard Radio v. Federal Communi- 
cations Commission [1942] 316 US 
4, 86 L ed 1229, 43 PUR(NS) 449, 
62 S Ct 875). They involve a deter- 
mination as to the jurisdiction of the 
parties and subject matter, and the 
validity of the tariff. If the tariff is 
found to be valid, then it must be de- 
termined whether or not the defend- 
ants have violated same. 

No serious question is raised as to 
the extent of the judicial power to re- 
view the proceedings underlying this 
action. Although some evidence was 
received which bears upon the amount 
of the surcharge made by the defend- 
ant hotels, it is conceded that the rea- 
sonableness of such charge is not be- 
fore this court. It is, however, urged 
that the nature of the services rendered 
by the hotels, the relationship of the 
interested parties, and the provisions 
of the Communications Act require 
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the dismissal of the complaint as ty 
hotels. we 

[2] That the Communications Ac 
contemplates the regulation of inter} 
state wire communication from its in 
ception to its completion is confirmed 
by the language of the statute and by 
judicial decisions. 

United States of America v. Amer. 

ican Teleph. & Teleg. Co. (1944) 55 
PUR(NS) 31, — FSupp —; People 
ex rel. Public Service Commission vF 
New York Teleph. Co. 
App Div 440, 40 PUR(NS) 511, 29 
NY Supp(2d) 513; affirming (1940) 
175 Misc 128, 36 PUR(NS) 8, 22 
NY Supp(2d) 837; Hotel Pfister y, 
Wisconsin Teleph. Co. 203 Wis 20, 
PURI931A 489, 233 NW 617, 73 
ALR 1190. 

The contention that wire commuti- 
cation within the meaning of the Com-§ 
munications Act ends at the PBX! 
board and is not thereafter subject tof 
the regulation is, therefore, rejected. 
The above statement necessarily im- 
plies a finding that this proceeding in- 
volves wire communication as defined 
in the Communications Act. 

[3] The contention that the services 
rendered by the hotels constitute “tele- 
phone exchange service” within the 
purview of the act, and, therefore, are 
exempt from jurisdiction of the FCC 
(47 USCA § 221(b)) is contradicted 
by the evidence when applied to the 
definition of “telephone exchange 
service” as contained in the act (4/7 
USCA § 153(r)). 

[4] The nature of the services ren- 
dered by the hotels needs no extended 
discussion. The defendant hotels in 
substance claim that the surcharges in 
question are imposed for hotel and 
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ecretarial service rendered to their 
bests, and that, as such, they are not 
Bubject to regulation. The evidence 
lainly indicates that the greater por- 
ion of such service is afforded by the 
Motels to their guests as a matter of 
otel accommodation and to meet busi- 
‘fess competition. It is not necessary 
Bo attempt to decide how much of the 
ervice rendered may be considered as 
otel service. The fallacy of defend- 
pnts’ argument is that regardless of 
the nature of the service rendered and 
of the cost thereof, reimbursement is 
sought by imposing upon interstate 
oll telephone service an arbitrary 
harge which increases the charge for 
such service above the limit prescribed 
Aby regulation. The fact that the 
amount of such charge is allocated to 
; mmeet the cost of some particular hotel 
_Hservice rendered is not material. It is 


not the province of this court to enter 


into the realm of hotel management. 
It is enough to state that public utility 


im. gservice may not be the subject of un- 


regulated resale by a subscriber to 
balance a business deficit. 

[5] This brings us to the question 
as to the relationship between the de- 
fendant hotels and defendant telephone 
companies, as it is contended that 
the services rendered by the hotels are 
not subject to regulation by the FCC 
or by the provisions of the Communi- 
cations Act, unless the hotels are act- 
ing as agents of the common carrier, 
as in People ex rel. Public Service 
Commission v. New York Teleph. Co. 
supra. There is no evidence of such 
agency. The hotels are subscribers 
for telephone service. 
above outlined, however, is not ap- 
plicable, as there is no attempt to reg- 
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ulate the service rendered by the hotel. 
Rather, the Communications Act and 
the tariff is applicable to the charge 
made for interstate wire communica- 
tion. The hotels may render to their 
guests any service which business 
judgment may dictate, but they may 
not impose the cost thereof upon the 
use of a public utility service. It is true 
that the Communications Act refers 
to the carriers, but it is also true that 
hotels as subscribers are bound by 
the effective tariffs filed by the carri- 
ers. 47 USCA § 411(a) ; Lowden v. 
Simonds-Shields-Lonsdale Grain Co. 
(1939) 306 US 516, 520, 83 L ed 
953, 59 S Ct 612. 

[6, 7] The determination of the 
above issues raised in this case both at 
the trial and in the briefs of the parties 
brings us back to the consideration of 
the validity of the tariff, which, by 
its terms, became effective February 
15, 1944. 

The case of United States of Amer- 
ica v. American Teleph. & Teleg. Co. 
supra, recently decided in the district 
court of the United States for the Dis- 
trict of Columbia, is similar to the in- 
stant case, except that there is raised 
in this case the claim that the tariff 
upon which the action is based is ac- 
tually of no force and effect, and is in- 
valid by reason of the fact that it con- 
stitutes a change in the regulations ex- 
isting prior to February 15, 1944, on 
less than thirty days’ notice, in viola- 
tion of § 203(b) of the Federal Com- 
munications Act. 

There is no question but that it is 
desirable that interested parties be 
given notice sufficient in point of time 
that they may conform their business 
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practices to any new regulation. The 
statute contemplates that such change 
be made on thirty days’ notice, but 
the FCC may in its discretion and for 
good cause shown modify such re- 
quirement. Modification was made 
in this instance after written applica- 
tion had been made by the telephone 
company for permission to file the 
tariff in question. The defendants 
strenuously urge that such application 
and permission were ineffective in that 
there was no “good cause shown” 
therefor. The statute is silent as to 
what constitutes “good cause” or as 
to how same must be shown to the 
FCC before the exercise of its discre- 
tion is warranted. 

We have here the strong presump- 
tion that the action taken by the FCC 
was entirely legal. (R. H. Stearns 
Co. v. United States [1934] 291 US 
54, 78 L ed 647, 54 S Ct 325; United 
States ov. Chemical Foundation 
[1926] 272 US 1, 71 Led 131, 47S 
Ct 1). The language of the opinion in 
the last cited case indicates that it is 
questionable whether the basis of fact 
on which the action of FCC rests is 
open to challenge. 

The court’s attention is also called 
to the language of 47 USCA § 203 
(d), and it is urged that a tariff which 
offends the provisions of law as 
claimed by the defendants may be re- 
jected and is, therefore, void, but if 
such tariff is actually accepted and 
filed, long-continued administrative 
construction holds that such a tariff 
becomes legally effective according to 
its terms. Such argument passes over 
the requirement that the statute con- 
templates a notice to the public before 
a change in the charges, etc. is made. 
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It is not necessary to decide this que 
tion on either of the above contentions 
as the record shows that in the Dj 
trict of Columbia an investigation af 
to the practice of the hotels involving, 
service or surcharges has been con 
ducted by the FCC and while the re 

port of its investigation and finding 

are not binding upon the defendantgy 
here, it is a basis upon which the dis 
cretion of the FCC could be exercised 
If the Washington investigation di 


closed a condition which warrantedfherefore 


the filing of a tariff affecting th 
hotels in the District of Columbia 
certainly we cannot shut our eyes to 
the fact that it might be advisable af 
least that such tariff be speedily madg 
uniform in its application, even with 
out specific investigation or specifig 


of the purposes of the act. 

That the application did not con- 
form to the rules of the FCC did not 
void action thereon, as the rules were 
imposed by the Commission and its 
action waived the requirements there- 
of. 

The conclusion is reached that the 
tariff was lawfully filed, is lawful in its 
form and scope, and is valid. 

[8] The evidence shows that the 
message toll telephone service fur- 
nished to the hotels for the use of their 
guests has been made subject to a sur- 
charge by the hotels. The hotels, as 
subscribers to the telephone service, 
are bound to observe the conditions 
upon which such service is furnished. 
The violations of such conditions cor- 


- stitute a violation of the provisions 


of the tariff and should be enjoined. 
The facts shown on the trial lead 
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em the conclusion that the defendant 
Wlephone companies are continuing to 
iwmrnish toll telephone service, which is 
aking made subject to a charge by the 
in@efendant hotels. While the carrier 
snot responsible for the action of the 
Motels, the furnishing of such service, 
e@™ violation of the conditions imposed 
y the tariff, constitutes a violation 
ereof. It is the court’s concern to 
rovide an effective remedy with the 
ast possible injury to the public, and, 
herefore, an injunction may issue 


against the defendant telephone com- 
panies, enjoing them from furnishing 
message toll telephone service to such 
of the defendant hotels as continue to 
subject such service by its guests to 
any charge other than the message 
toll charges of the telephone company 
itself. 

Motions made by the defendants to 
dismiss the complaint are denied, and 
the motion of plaintiff for judgment 
is granted in accordance with this 
opinion. 





NEW YORK COURT OF APPEALS 


New York Central 


5) 


Railroad Company 


Beacon Milling Company, Incorporated 


— NY —, 56 


NE(2d) 558 


July 19, 1944 


PPEAL from judgment of Appellate Division of Supreme 
A Court affirming order which granted defendant’s motion 
for summary judgment in action by railroad company to recover 

freight charges; reversed. 


-MRates, § 7 — Jurisdiction of court — Matters within jurisdiction of Interstate 


Commerce Commission. 


One who is sued by a railroad to recover freight charges under emergency 
rates permitted by the Interstate Commerce Commission must, if aggrieved 
by these rates, find its remedy, if any, in proceedings before the Interstate 


Commerce Commission. 


56 PUR(NS) 





NEW YORK COURT OF APPEALS 


APPEARANCES: Harold H. McLean, 
of New York city, for appellant; Au- 
gust G, Gutheim, of Washington, D. 
C., for respondent. 


Per CurtaM: The orders of the In- 
terstate Commerce Commission in 
Emergency Freight Charges (1935) 
Ex Parte No. 115, 208 Inters Com 
Rep 4, and the subsequent proceeding 
in the same case (1936) 215 Inters 
Com Rep 439, and the emergency 
transit rates published as Item Nos. 
70 and 75 of the emergency tariffs 
override the order of the Interstate 
Commerce Commission in Beacon 
Milling Co. v. New York C. R. Co. 
(1929) 157 Inters Com Rep 635, so 
far as necessary to permit the emer- 
gency rates and charges to be applied 
to the transportation and service here 
in question. Accordingly, the defend- 
ant, if aggrieved by these rates, must 


find its remedy, if any, in proceedings 


before the Interstate Commerce Co 

mission. Louisville & N. R. Co. 

Maxwell, 237 US 94, 97, 59 L ed 85 
35 S Ct 494, LRA1915E 665; Pe 

sylvania R. Co. v. Titus, 216 NY 1 
22, 109 NE 857, 858, LRA1916] 
1127, Ann Cas 1917C 862. 


No appeal having been taken froj 
the denial of the plaintiff's motion, w 
are without power to direct summa 
judgment in its favor. 

The judgments should be reverse 
and the defendant’s motion for sum 
mary judgment denied, with costs i 
all courts, without prejudice to an 
proceedings which the defendant ma 
hereafter institute before the Interstat 
Commerce Commission. 


Lehman, C.J., and Loughran, Rip 
pey, Lewis, Conway, Desmond, ani 
Thacher, JJ., concur. 


Judgment accordingly. 
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SAVE 50% | 
IN TIME AND MONEY WITH 











THE ONE-STEP METHOD 


OF BILL ANALYSIS 











HAT effect is the war production program having on your bill dis- 
tribution? Analysis of customer usage data will provide the answer to 
this important question. In addition to a knowledge of the existing situation, 
certain trends may be disclosed, a knowledge of which may be of considerable 
importance to you under circumstances where the picture is rapidly changing. 


The One Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring, 
training and supervising a large clerical force. Our experienced staff plus our 
specially designed Bill Frequency Analyzer machines can turn out the job in 
afew days and at the cost of only a small fraction of a cent per item. 

We will be glad to tell you more in detail about this accurate, rapid and 
economical method for obtaining a picture of your customer usage situation. 
Write for a copy of the booklet “The One Step Method of Bill Analysis.” 


Recording & Statistical Corporation 
Utilities Division 


102 Maiden Lane, New York, N. Y. 
Chicago Detroit Montreal 
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Fail Industrial Progress 


c Selected information about products, supplies and 


services offered by manufacturers. 


lso announce- 


ments of new literature and changes in personnel. 


New O. Z. Dual-purpose “J” 
Terminator Available 


Te aatasocae for use either as a terminator and 
sealing fitting, or as a pulling or splicing 
chamber, the Type “J” Terminator has been in- 
troduced by the O. Z. Electrical Manufacturing 
Company of Brooklyn, Wew York. It permits 
sealing and terminating conduits and cables 
outside of chambers without disturbing elec- 
trical installations, according to the manufac- 
turer. 

When installed with cabinets, the conduit 
work is terminated at the proper height below 
the box. The device is dismantled and assem- 
bled on the end of the conduit, then tied into 
the box with a chase nipple that is furnished 
with the fitting. The oversize sleeve is of suffi- 
cient dimensions to provide ample room for 
pulling-in, belling, splicing, and other proc- 
esses. This terminator is made in sizes to ac- 
commodate conduit from 1 in. to 4 in. 

Complete details of this and other new prod- 
ucts, together with the regular O, :Z. line, are 
given in a new 140-page catalog. It illustrates 
and describes, with specifications and price 
lists, the full O. Z. line including conduit fit- 
tings, cable terminators, junction boxes, sold- 
erless connectors, power connectors, and 
grounding devices. 


Silex Wins Blue Ribbon Award 


B’ the unanimous decision of the judges in 
the 8th Annual Spice Mill Food Packag- 
ing Show, The Silex Company of Hartford, 
Connecticut, was awarded a Blue Ribbon for 
their Bretton Coffee Maker Package. 

The chief feature of the package which 
prompted the judges’ decision was the poten- 
tialities for an effective display through the use 
of a single color and its merchandising possi- 
bilities. 

The judges, in arriving at their decision, ob- 
served that a container of such exceptional 
“eye appeal” would be welcomed by all dealers 
because of its excellent display value. 


Edison-Splitdorf Shows Gain 


oTAL factory sales of spark plugs of the 

Edison-Splitdorf Corp., a subsidiary of 
Thomas A. Edison, Inc., West Orange, New 
Jersey, for the first ten months of 1944 were 
40 per cent above the corresponding period of 
1943, according to an announcement by A. J 
Clark, vice president and general manager. 
This increase was achieved while the company 
at the same time maintained full schedules on 
its war work. 
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Nebraska Power Demonstrates 
“Electrical Living in 194x” 


A WIRING display which carries out thei 
Westinghouse story, “Electrical Living) 
in 194x,” was placed on exhibition recently 
at Omaha by the Nebraska Power Company to 
emphasize the necessity of adequately planned 
wiririg in the postwar homes of tomorrow. 

It consists of three front and two end panels, 
On the center panel, is a blowup of the elec- 
trical home of 194x, On the plan is shown the 
wiring diagram for the whole house as well 
as an explanation of why certain circuits, out- 
lets, and switches are used in each room. 

The left front panel has centered in it a re- & 
cessed cross section of a modern 6-room home, 
built to scale, which is completely fitted with 
appliances and furniture. A sign above this cut 
away says “everybody’s going all electric in 
194x,.” An inverted horn of plenty is dumping 
postwar appliances through the roof into the 
house. 

The right hand front panel demonstrates 


DAVEY TREE TRIMMING SERVICE 


1846 1923 


JOHN DAVEY 


Founder of Tree Surgery 


DAVEY 


TREE TRIMMING 
FOR 


Ling CLEARANCE 


Always use dependable Davey Service 


DAVEY TREE EXPERT CO. 


DAVEY TREE SERVICE 


KENT, OHIO 


Mention the Voermamy—t t identifies your inquiry 
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\ 0 YOU KNOW THESE FACTS ABOUT 


TRAWSITE DOCTS ? 





. +. In gddition, both Transite Con- 
duit and Transite Korduct have 
these characteristics ... 


1, Incombustible— Made of asbestos 
and cement, they cannot burn... will 
not contribute to the formation of 
dangerous smoke, fumes or gases. 


2. immune to electrolysis .. .Transite 
Ducts are non-metallic and inorganic 
. » unaffected by electrolysis. 


3. Smooth bore —Making cable pulls 
easier, both at initial installation and 
after years of service. 


4. Easily installed—Lining up is fast 
and accurate because Transite Ducts 
' combine light weight; long lengths, 

Ws cost is low ‘aie in service, it is. simple assembly. 
much more economical than other For details and specifications, 
materials of sia ee aga = write for Data Book DS-410, 
and durability, _ dg aM 22 E. 40th St., 








JM aTelalattaiatelab alice ” TRANSITE KORDUCT— 


TrawsiTe Ouers \ "°°" 


This page is reserved under the MSA PLAN. (Manufacturers Service Agreement) 





INDUSTRIAL PROGRESS—( Continued) 





Why dig through a 


PILE 
of Catalogs? 


Find the 
Fitting 
you need, 
quickly— 


in the COMPLETE line 


If you have a Penn-Union Catalog, you 
can instantly find practically every good 
type of conductor fitting. These few 
can only suggest the variety: 


Universal Clamps to take a 
large range of conductor sizes; 
with 1, 2, 3, 4 or more bolts. 


L-M Elbows, with compression units 

giving a dependable grip on both ton- 

ductors. Also Straight Connectors and 
Tees with same con- 
tact units. 


Bus Bar Clamps for installa- 
tion without drilling bus. Single 
and multiple. Also bus sup- 
ports—various types. : 


Clamp Type Straight Connectors 
and Reducers, Elbows, Tees, Ter- 
minals, Stud Connectors, etc. 


Jack-Knife connectors for simple 
and easy disconnection of mo- 
tor leads, etc. Spring action— 
self locking. 


Vi-Tite Terminals for quick 
installation and easy taping. 

so sleeve type terminals, 
screw type, shrink fit, etc. etc. 


Splicing Sleeves, Figure 8 and Oval, seamless tub- 
ing—also split tinned sleeves. High conductivity 
copper; close dimensions. 

Preferred by the largest utilities and 
electrical manufacturers—because they 
have found that “Penn-Union” on a fit- 
ting is their best guarantee of Dependa- 
bility. Write for Catalog. 


PENN-UNION ELECTRIC CORPORATION 
ERIE, PA. Sold by Leading Jobbers 


PENN- UNION 


(On oF, 523 55 On a oF ® | FITTINGS 





the effect of overloaded circuits and low 
age. Inadequate wiring is demonstrated | 
pair of lamps that burn dimly, a motor { 
does not come up to full speed, and by a 
element that glows dimly. Adequate wi 
shows lights that burn brightly, a motor { 
reaches speed quickly, and a range element 
instantly reaches a fiery red. 

Installed on one of the end panels are 
following wiring devices with an explanaj 
of each: service head, flush meter socket 
meter, circuit breaker, switch with night lig 
switch with pilot light, wall switch, duj 
split outlet, radio outlet, clock hanger oj 
door switch, door bell transformer, and ra 
outlet. 

The entire display uses Reddy Kilowatt 
cuts of modern electrical appliances. The lig 
and appliances can be operated by any, 
passing by. 


ASCO Catalog Ready 


HE Automatic Switch Company annoum 
the publication of circular No. 600, wii 
covers briefly the major items in the AS 
line of electrically operated switches. 
The purpose of the bulletin, according 
the company, is to outline the major fea 
of some of the units and to emphasize the; 
portance of basic ASCO designs, a 
mechanically locked mechanism and the 
herent electrical and mechanical interlocki 
The ASCO Switch Catalog covers autom 
transfer switches, remote control switches, 
tactors, and relays. 
Copies of the catalog may be obtained fn 
the company, 41 East 11th Street, New Y 
city. 


Plymouth Appointment 


HE appointment of H. B. Heberling, i 

merly staff executive of the Plymouth 
vision of Chrysler Corporation, as assist 
general sales manager, was announced rec# 
ly by Plymouth general sales manager Jos 
E. Bayne. 

Mr. Heberling’s appointment raises the nt 
ber of assistant general sales managers at P 
mouth to two, R. C. Somerville having recer 
been promoted to that position. Mr. Heberl 
will specialize in advertising and sales prot 
tion work, Mr. Somerville on supervision 
field organization, 


Westinghouse Assistant Nam@ 


P C. Situ has been appointed assistant 
manager of the transportation and g¢ 


erator division of the Westinghouse Electt 





DICKIE TOOL COMPANY 
DOWNERS GROVE, ILL. 
* Manufacturers of 
Pole Line Construction Tools 
They’re Built for Hard Work 
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PIPING IN LOWERMOST POSITION 





PIPING IN UPPERMOST POSITION 






































CONSTANT-SUPPORT # HANGER 


WITH GRINNELL CONSTANT-SUPPORT HANGERS, weight transfer stresses are completely elim- 
inated throughout the entire range of vertical movement. In operation the lever, turning 
on the main pivot, balances the weight of a vertically shifting load. The change in moment 
arm with lever rotation is such that the product of the moment arm and the spring force is 
always constant and equal to the weight of the piping system. 


Write for Data 
Book, “Grinnell 
Constant-Support 
Hangers.” 


EXCLUSIVE FEATURES OF 
GRINNELL CONSTANT-SUPPORT HANGERS 


Consant-support of piping in all “hot” 
and “cold” positions. 

Full safety factor of the supported sys- 
tem is always maintained. 
Non-resonant and energy absorbing. 
Mass produced from standard precis- 
ion parts. 

Individually calibrated for each spe- 
cific installation. 

Load adjustment features are incor- 
porated into the design. 

3 models meet entire range of load- 
travel specifications. 

The rated capacity of each model 
varies with the size of the springs used 
— the overall dimensions of the hanger 
remain constant. 

Minimum head room is required. 
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& Mfg. Company, according to an announce- 

ment by L. B. McCully, manager of that divi- 

sion. 
Simultaneously, Mr. 

the appointment of J. S. Askey, G. L. Moses, 

and P. G. Lessman as section engineers in the 

department. 


Dresser Acquires Three 
New Companies - 


ae of three new companies, ex- 
panding Dresser Industries, Inc., to 13 
members, has been authorized by Dresser di- 
rectors, according to an announcement by 
President H. N. Mallon. 

The California companies to be acquired are 
the Day & Night Manufacturing Company of 
Monrovia, the Payne Furnace and Supply 
Company, Inc., of Beverly Hills, and Kobe, 
Inc., of Huntington Park. 

“Products of each of the companies will 
complement those of the present Dresser 
units,’ Mr. Mallon said. “Day & Night 
manufactures a line of gas-fired hot water 
heaters and Payne produces steel furnaces and 
floor furnaces for the consumer durable goods 
field. These will supplement products of the 
Bryant Heater Company, enabling distributors 
to offer services over a broader market. 

“Kobe, Inc., is a producer of hydraulic deep- 
well oil pump systems, which will add similar 
diversification to equipment manufactured by 
Pacific Pumps, Inc., and International Derrick 
& Equipment Company.” 


Street Lighting Sales Portfolios 
Distributed to Executives 


NNOUNCEMENT was made recently. by the 
Street Lighting Section of the National 
Electrical Manufacturers Association that 
street lighting sales portfolios have been dis- 
tributed to 500 top utility executives. 

This portion of the industry education pro- 
gram is being supplemented by and capitalized 
upon by street lighting manufacturers who 
have indicated that they will make definite, 
assigned calls on utility men in their territory 
within the next two months in furtherance of 
a more adequate lighting system. 

The sales kit includes among other projects 
a series of six colorful direct mail folders, a 
window display, and a movie short designed to 
promote adequate street lighting after the war. 

The direct mail pieces urge municipal offi- 
cials to begin a postwar planning now. Titles 
of the various pieces include “The Case of the 
People vs. Poorly Lighted Streets,” “10 ‘of 
the Best Lighted Communities in America” 
and “When Every Hour is H Hour.” 


“MASTER*LIGHTS" 


© Portable Battery Hand Lights. 
® Repair Car Roof Searchlights. 


© Hospital Emergency Lights. 





CARPENTER. MFG. CO. 


197, Sidne Mass. 
“MAS etiienrrend 








McCully announced 


vary 4, 19: 








The 35 inch by 45 inch window displa 
“What Happens When a City Lights Up” ig 
reproduced in four colors and makes dramatid 
use of before-and-after. 

“Doomed by Darkness” is the title of thé 
movie short slated for neighborhood theaters 
and for use by utilities before merchant asso 
ciations, luncheon clubs, and other civic groups 


Brown Announces Appointment 


B. Witson has been named New York 

e industrial manager for the Brown In. 

strument Company, precision industrial jp. 

strument division, Minneapolis-Honeywell 

Regulator Company. His appointment be- 
comes effective the first of the year. 

Mr. Wilson has been with the Brown com- 
pany for twenty-one years during which time 
he has served in several branch offices through- 
out the country and at the company headquar- 
ters at Philadelphia. Mr. Wilson is being trans- 
ferred from the Chicago branch where he has 
been industrial manager for the past several 
years. He will make his new headquarters at 
the Honeywell New York office. 

J. A. Robinson has been named industrial 
manager of the Chicago branch of Brown In- 
strument Company, precision industrial instru- 
ment division, Minneapolis-Honeywell Regu- 
lator Company, to succeed Mr. Wilson. 

Mr. Robinson has been with the Brown or- 
ganization fifteen years. He has represented 
the company in several territories and for the 
past several years has been connected with the 
Chicago branch. 
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Because you get maximum sulphur removal p 
pound of oxide. Lavino Activated Oxide 
made especially for maximum activity a 
capacity, maximum trace removal and shod 
resistance. Comparing cost, performance a 
savings, we believe Lavino Activated Oxide h 
no close rival. 


For more information about its remarkab 
record, just write a note on your létterhead 


E. J. LAVING AND COMPAK 
1528 Walnut St., Philadelphia 2, P: 
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You CAN MAKE THESE 
DOOR SAVINGS 
IN YOUR PLANT! 


1. By Coiling 
above th 
Rolling 


Savings in space and economies See 
> 


of maintenance and operations 
are only partly responsible for the 
wide use of Kinnear Rolling 
Doors. They also give you extra 
protection against fire, theft, riot, 
intrusion, sabotage, and the ele- 
ments. And every door is built to 
fit a particular opening, which as- 
sures highest operating efficiency. 
Kinnear Rolling Doors are built in 
any size, for any opening, in old 
or new buildings. Motor, manual 
or mechanical operation. You will 
save money by installing Kinnear 
Rolling Doors in your plant, Write 
for details today! 


all and ceiling space, 


SS 


THE KINNEAR MANUFACTURING CO. 
2060-80 Fields CAvenuc (Columbus, Ohio 
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oPS In Ditching 
Machine Value 
ALWA YS ‘4 : 





Noy THE CLEVELAND TRENCHER COMPANY 


VV 20100 ST. CLAIR AVE Pionee CLEVELAND 17, OH!O 


LEVELANDS’ Save More...Because they? Do More 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





Public Utilities Fortnightly 33 





ILDING WIRE : IMPERIAL NEOPRENE JACKETED PORTABLE CABLES 


Gor Wet Locations! 


CRESCENT 


SYNTHOL Type SNW 
Building Wine 


Insulated with a special thermo-plastic that is 
extremely resistant to moisture, acids, alkalies 
and oil, inherently flame retarding, high dielec- 
tric and mechanical strength, bright, permanent 
colors, small diameter, easy pulling, free strip- 


ping. 


SYNTHOL ype SNW 


is approved by Underwriters Laboratories in sizes 
from #14 through #4/0 A W G under section 
3035 of the 1940 N. E. Code for use in race- 
way systems, such as: 


NHL NAS — (Na Sad) 


(a) Underground 


(b) In concrete slabs or other masonry in 
direct contact with the earth. 


(c) In wet locations. 


(d) Where the condensation and accumu- 
lation of moisture within the raceway is 
likely to occur. 


Write for Descriptive Folder on SYNTHOL 
Types SNW and SN. 


CRESCENT INSULATED WIRE & CABLE CO. 
TRENTON, N. J. 


3 CRESCENT 


WIRE and CABLE 


MORED CABLE : RUBBER POWER CABLES : VARNISHED CAMBRIC CABLE 


SATGV9 GUVOEdMIHS:- STHIM TOHLNAS: SATEV9 AVMAUVd AGNV GASVINA GVI1I GuUOIVNWUId 
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STEAM 


um will blow the whistles when the 
y news comes. But, in heralding the 
eat day, steam will have done far 
ore than sound the signal for rejoicing. 


xyond steam’s part in victory . . . be- 
ond its record of powering ships, trains, 
ar plants, there will be thousands of 
cries of men... engineers . . . men 
ith trigger minds instead of trigger 
gers . . . who tackled power plant 
oblems with keen resourcefulness so 
at power for war needs would never 
» “too little or too late”. With the end 
hostilities will come new Victory jobs 
tsteam ... new problems. . . keener 

petition that will put emphasis on 
berating costs. 


ith today’s accelerated experience 
Iding more complete answers to such 
oblems as behavior of metals at high- 

peratures, action of fuels in slag-tap 
nd dry-ash furnaces, circulation in high- 
upacity high-pressure boilers, separa- 
ion of steam from water in boiler steam 
tums, and other related problems, the 


boilers of tomorrow will be even better 
able to serve industry. 


Building boiler units complete with all 
essential components . . . controlling both 
the design and the application of the 
equipment fabricated . . . these, plus 
extensive facilities, give us at B&W a 
background that’s unique. As a result our 
engineers have at their disposal an array 
of boilers from which to meet any com- 
bination of conditions of capacity, pres- 
sure, temperature, feedwater, fuel, and 
space. Now is a good time to consult 
with us regarding your steam plant re- 
quirements for the future. 


Army-Navy “E” flags 
have been awarded to 
five B&W plants, and 
also the Maritime 
Commission Award 
flags to the Barberton, 
Ohio, Plant. 


G-279-T 


BABCOCK & WILCOX 


THE BABCOCK & WILCOX CO. 
85 LIBERTY STREET, NEW YORK 6, N. Y. 
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by 
A. C. Webber 


(Former Chairman, Massachusetts Department 
of Public Utilities) 


Carefully Selected Cases Covering 
Many Problems Confronting Utility 
Managements Today As _ Solved 
by One of the Oldest State Public 


Utility Commissions—Massachusetts 


831 Pages 


$6.50 


Included are discussions of vital questions, such as: 





- « « Taxes in Relation to Rates 


- - - Higher Operating Costs in Relation to 
the Consumer and Utility Stockholder 


The Reproduction Cost Rule 
Inflation and Utility Rates 


Rates of Public Service Corporations 
and Other Price Levels 


- Constitutional Safeguards Insuring Rea- 
sonable and Just Compensation for Public 
Utility Property Devoted to Public Service 


Concise Supplementary Text Referring to Important 
Principles of Public Utility Regulation with Annotations 





ORDER NOW WHILE THE LIMITED SUPPLY LASTS 


PUBLIC UTILITIES REPORTS, INC. 
Munsey Building Washington 4, D. C. 
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Save to Win - : - | 
with these four simple rules »22IS a vita princip € 


of utility operation! 


of battery care: 


Keep adding approved water at 
regular intervals. Most local water 
is safe. Ask us if yours is safe. . . P 

Conservation of materials is no new story 
Keep the top of the battery and 


balks: dibiahier elesa and Oe to the men who operate public utilities. 
all times. This will assure maximum With thrift and efficiency they have always 


protection of the inner parts. 3 
planned for conservation. 
Keep the battery fully charged— 


but avoid excessive over-charge. + 
A tends vide ot led Cheer They’ve squeezed the last ounce of use 


when charged at its proper voltage. out of materials and equipment in their 


Record water additions, voltage, care... and today, that need is intensified. 
and gravity readings. Don't trust 


ee uae a ae “battery : life One helpful principle to follow is that of 


history. Compare readings. “Buy to Last—Save to Win.” Buy quality 
If you wish more detailed information, or products and equipment, then care for it to 
have a special battery maintenance prob- ‘ 
lem, dew" Seige’ te. salle. fe -laide. avoid needless replacement. That conserves 
We want you fo get the long-life built . = ae 
lato every Wii Bekaan” Ack tor bosktel raw materials, labor, and space in factories. 
Form 3225. It frees these productive elements for essen- 


tial war production. 


4 
Exide — 
THE ELECTRIC STORAGE BATTERY CO. 


CHLORIDE Philadelphia 
BATTERIES Exide Batteries of Canada, Limited, Toronto 
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Official U. S. Coast Guard photo 


+. « STEP UP 


YOUR PAY ROLL PLAN 


War is a continuous job. 


Ever-widening, ever-advancing fighting 
fronts call for a never-ending flow of 
manpower and matériel—financed by a 
continuous flow of money. 


Your responsibility as top management 
increases with the mounting tide of bat- 
tle. So keep this one salient fact before 
you at all times: The backbone of our 
vital war financing operation is your Pay 
Roll Savings Plan. 


Your job is to keep it constantly revital- 
ized. See to it that not a single new or 


3°, Backthe Attack! 


Official U. S. Marine Corps photo 


old employee is left unchecked. See to it 
that your Team Captains solicit everyone 
for regular week-in and week-out sub- 
scriptions. And raise all percentage fig- 
ures wherever possible. 


Remember, this marginal group repre- 
sents a potential sales increase of 25% to 
30% on all Pay Roll Plans, 


Constant vigilance, in a quiet way, is 
necessary to keep your Pay Roll Savings 
at an qjl-time high. Don’t ease up—uniil 
the war is won! 


epartmn: 
knowledges with appreciation the 
publication of this message by 


‘SELL MORE THAN BEFORE! unin 
UTILITIES 
FORTNIGHTLY 


This is an official U. S. Treasury advertisement—prepared under the auspices of 
Treasury Department and War Advertising Council. 





The Treasury Di ent ate 
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PROFESSIONAL DIRECTORY 


This Directory is reserved for engineers, accountants, rate experts, consultants, and 
thers equipped to serve utilities in all matters relating to rate questions, appraisals, 
aluations, special reports, investigations, design, and construction. «< «< < 





THE AMERICAN APPRAISAL GOMPANY 


INVESTIGATIONS, APPRAISALS AND STUDIES 


or 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORE WASHINGTON CHICAGO MILWAUKEE SAN FRANOISOCO 
and other principal cities 














DAY & ZIMMERMANN, INC. 
ENGINEERS 
PHILADELPHIA 


PACKARD BUILDING 








ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing—Inspections—Research—Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 








oe J ord, Bacon & Davis, a; 


OONSTRUCTION ‘ 
Engineers 


VALUATIONS AND REPORTS 
PHILADELPHIA WASHINGTON 








GILBERT ASSOCIATES, Inc. 


ENGINEERS SPECIALISTS 
Steam, Electric, Gas, Hydro, POWER ENGINEERING SINCE 1906 Purchasing and Expediting, 


Designs and Construction, Serving Utilities and Industrials Rates, Research, Reports, 
Operating Betterments, Personnel Relations, 
Inspections and Surveys, Reading, Pa. Original Cost Accounting, 
Feed Water Treatment. Washington New York Accident Prevention, 

















FREDERIC R. HARRIS, INC. 
Engineers Constructors Management 
Reports Appraisals Valuations 

; NEW YORK 


Knoxville San Francisco Houston 








. (Professional Directory Continued on Next Page) 





Public Utilities Fortnightly 





PROFESSIONAL DIRECTORY (continued) 





LOEB AND EAMES 


Public Utility Engineers and Operators 
Ice and Refrigeration 


Valuations, investigation reports, design and supervision of construction 


57 WILLIAM STREET NEW YORK 








CHAS. T. MAIN, INC. 
ARCHITECTS — ENGINEERS 
Power Surveys—Investigations—V aluations—Reports 
Steam, Hydro Electric and Diesel Plants 
Boston, Mass. == Washington, D. C. 








J. H. MANNING & COMPANY 


120 Broadway, New York 
ENGINEERS 


Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizations 
Consulting Engineering Mergers 

Public Utility Affairs including Integration 
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PUBLIC UTILITY ENGINEERING & SERVICE 
CORPORATION 
CONSULTING ENGINEERS 


DESIGN OPERATIONS 
STEAM — HYDRAULIC — GAS 


231 S. LA SALLE ST., CHICAGO (4), ILL. 





BARK 


DESIGN 
BETTER} 
MA 





SANDERSON & PORTER 
ENGINEERS AND CONSTRUCTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 


With Management Problems, Financing, Reorganization. 
Chicago New York San Francisco 











Sargent & Lundy 
ENGINEERS 
Steam and Electrie Plants 
Utilities—Industrials 
Studies—R eports—Design—Supervision 
Chicago 














STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * CONSULTING ENGINEERING * APPRAISALS 


BOSTON e« NEWYORK e CHICAGO « HOUSTON ec PITTSBURGH 
SAN FRANCISCO ¢ LOS ANGELES 
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WELSBACH ENGINEERING and MANAGEMENT CORPORATION 
Utility Appraisals + Engineering » Construction + Street Lighting Maintenance 
Consultants on All Phases Utility Operations 
General Office: 1500 Walnut St., Philadelphia 2 








80 BROAD STREET 


The J. G. WHITE ENGINEERING CORPORATION 


Design—Construction—Reports—Appraisals 
Consulting Engineering 


NEW YORK 4, N. Y. 








Albright & Friel Inc. 
Consulting Engineers 


Investigations, Valuations, and Reports 
Design and Supervision of Construction 


1520 Locust Street Phila., Penna. 


JACKSON & MORELAND 
ENGINEERS 


PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 
DESIGN AND SUPERVISION VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 














BARKER & WHEELER, ENGINEERS 


DESIGNS AND CONSTRUCTION — OPERATING 
BETTERMENTS — COMPLETE OFFICE SYSTEMS — 
MANAGEMENT — APPRAISALS — RATES 


11 PARK PLACE, NEW YORK CITY 
36 STATE STREET, ALBANY, N. Y. 


JENSEN, BOWEN & FARRELL 


Engineers 


Ann Arbor, Michigan 


Appraisals - Investigations - Reperts 
in connection wit 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 











BLACK & VEATCH 


CONSULTING ENGINEERS 


Appraisals, investigations and _ re- 
ports, design and supervision of con- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 


LUCAS & LUICK 


ENGINEERS 
DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSALie St., CHicaco 








EARL L. CARTER 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 


A. S. SCHULMAN ELEctric Co. 
Contractors 


TRANSMISSION LiINES—UNDERGROUND Distai- 
BUTION — Power STATION — INDUSTRIAL — 
CoMMERCIAL INSTALLATIONS 


537 SoutH Dearsorn St. Cnicaco. 








W. C. GILMAN & COMPANY 
ENGINEERS 


and 
FINANCIAL CONSULTANTS 


55 Liberty Street New York 











J. W. WOPAT 


Consulting Engineer 
Construction Supervisies 
Appraisals—Financial 
Rate Investigations 


1510 Lincoln Bank Tower Fort Wayne, Indiana 
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INDEX TO ADVERTISERS 


foes Fortnightly lists below the advertisers in this issue for ready pee 
ence. Their products and services cover a wide range of utility needs. 
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*Addressograph-Multigraph Corp. 
Albright & Friel Inc., Engineers 
*Aluminum Co, of America 
American Appraisal Company, The 
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Babcock & Wilcox Co., The 
Barber Gas Burner Company, The 
Barker & Wheeler, Engineers 

Black & Veatch, Consulting Engineers .. 
*Blaw-Knox Division of Blaw-Knox Co. 
*Brown, L. L., Paper Co. 
Burroughs Adding Machine Co. .............-.--------------- 13 








Cc 


Carpenter Manufacturing Company 

Carter, Earl L., Consulting Engineer 

Cleveland Trencher Co., The 

*Combustion Engineering Company, Inc. 
*Commercial Controls Corporation 

*Consolidated Steel Corp., Ltd. -............-..-.-.00-- 
Coxhead, Ralph C., Corporation..Inside Front Cover 
Crescent Insulated Wire & Cable Co., Ine. .......... 33 
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*Davey Compressor Company 
Davey Tree Expert Company 
Day & Zimmermann, Inc., Engineers 
Dicke Tool Company 
*Diebold, Incorporated 











E 
Egry Register Company, The 
Electric Storage Battery Comp 


Electrical Testing Laboratories, Inc. .................. 
Elliott Company 
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Ford, Bacon & Davis, Inc., Engineers 
Foster Wheeler Corporation 
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General Electric Company 

Gilbert Associates, Inc., Engineers 
Gilman, W. C., & Company, Engineers 
Grinnell Company, Inc. : 
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. Harris, Frederic R., Inc. 
Hoosier Engineering Company 
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International Harvéster Company, Ine, ................ 23 
*I-T-E Circuit Breaker Co. 
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Jackson & Moreland, Engineers ................ 
Jensen, Bowen & Farrell, Engineers .......... 
Johns-Manville 
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Kinnear Manufacturing Company, The . 
*Kuhlman Electric Company 


L 
Lavino, E. J., and Company 





Lucas & Luick, Engineers 
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Main, Chas, T., Inc. 
Manning, J. H., & Company, Engineers .. 
*Marmon-Herrington Co., Inc. 

Mereco Nordstrom Valve Company 
Mercoid Corporation, The 
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Neptune Meter Company 
Newporé News Shipbuilding & Dry Dock (Co... 
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Pennsylvania Transformer Company ......... 
Penn-Union Electric Corp. 
Pittsburgh Equitable Meter Company ......... shai 
am Utility Engineering & Service Corpora- 

on 
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Railway & Industrial Engineering Company... 
Recording & Statistical Corp. ~..................-:cemm 
Remington Rand Inc. / 
Ridge Tool Company, The 
Riley Stoker Corporation 
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Sanderson & Porter, Engineers. .................csu 
Sangamo Electric Company Inside Back © 
Sargent & Lundy, Engineers 

Schulman, A. 8., Electric Co., Contractors ... 
Stone & Webster Engineering Corporation 


Vv 
Vulcan Soot Blower Corp. 





Ww 
Welsbach Engineering and Management 
Corporation 
White, J. G., Engineering Corporation, The 
Wopat, J. W., Consulting Engineer ........... 
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Climatic conditions, under which various communi- 
cations equipments are operated, vary from the 
sub-zero temperatures of the northernmost climates 
to the tropical temperatures encountered at the 


equator. Conditions of humidity cover the extreme 
range; from the dry arid regions of the many 


deserts, to the almost 100% humidity in tropical 


and sub-tropical atolls. 


lt has been the problem of Sangamo engineers to 
design and produce capacitors that perform faith- 
fully under these varying conditions, and so assure 
vitally needed communications at all times. 

The wide variety of capacitors illustrated insures 
the availability of the proper unit for almost any 


mica capacitor requirement. 


SANGAMO ELECTRIC 
COMPANY 


SPRINGFIELD, ILLINOIS 





Predictable 


INVESTMENT 
costs 


Base Your Planning on STANDARD UNII 


By planning to use standard products can be made possible only by yout 
in your new construction, you can make operation—will enable us to extend 
more accurate cost estimates. Once power advantages of accurately predictab 
apparatus is “packaged,” it can be priced vestment cost to almost all heavy pi 
and delivered on the same definite basis as a apparatus. General Electric Com 
watthour meter, a motor, or a refrigerator. Schenectady 5, N. Y. 

By carefully studying the requirements 
of innumerable customers, and by co- ; 

. . e seks Slide the factory- 
ordinating our manufacturing facilities, we  occembled sections 
can offer at a saving to you thousands of © into position, make 
arrangements and ratings but using rela- the necessary con- 
tively few different parts. This is the heart "1°" ps les ts: 
of General Electric’s repetitive manufacture 
program. 

Take unit substations, for -example. 

When standard types and ratings are 

specified, we can inform you immediately 

as to costs*and delivery schedules. And 

further standardization progress—which Buy all the BONDS you can—tand keep alli 
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